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1. M&c dii 1a nam thir ba lién tiép Viét Nam chiu anh
hwdng tir cude khing hoang tai chinh va suy gidm kinh té thé
gi&i, song, két thiuc nam 2010, Viét Nam van dat tang trudng
GDP khoang 6,78%, cao hon nhiéu mirc tang 5,32% clia nam
2009 va vuot ké hoach cia Quéc hoi dé ra & mirc 6,5%.
Nhirng két qua nay la nhér mét phan khéng nho ciia gan hang
tram ngan DNN&V va hang triéu doanh nghiép siéu nho trén
toan qubc. Trong bdi canh khé khan clia nén kinh té trong
nwoc va toan cau, cac DNN&V da thé hién sirc bat manh mé
trong qué trinh kh&i nghiép, ddi mdi sang tao, phat trién, va
tang triréng.

2. Nam 2010 cling la mét ddu méc quan trong vi day 14 thai diém ca
nuwéc bat dau chudn bi cho cho viéc thre hién Chién lugc phat trién kinh té
- xa héi 2011 - 2020. Trong giai doan dén nam 2020, tbc dd tang trudng
GDP binh quan 7 - 8%/nam; Viét Nam co ban tré thanh mét nwéc cong
nghiép véi GDP binh quan diu ngudi theo gia thwc té dat khoang 3.000
USD; Gia trj san pham cdng nghé cao va san pham (ng dung cdng nghé
cao dat khoang 45% trong tbng GDP; Gia tri san pham céng nghiép ché tao
chiém khodng 40% trong téng gia tri san xuét cong nghiép: Yéu td nang suét
tdng hop déng gop vao tang trirdng it nhat dat 35%: chi sb phat trién con
ngudi (HD1) dat nhém trung binh cao cia thé gidi; tudi tho binh quan dat 75
tudi; lao déng qua dao tao dat trén 70%:; ti I& hd nghéo gidm binh quén
2%/nam.

3. Ké hoach Phat trién Kinh té Xa hoi giai doan 2011 - 2015 14 néi dung
rat quan trong trong viéc thure hién Chién lugc. Trong giai doan nay, muc
tiéu dé ra la toc dd tang trrdng kinh té binh quan 5 nam: 7 - 7,5%. Nam
2015, GDP binh quan dau ngudi khoang 2.000 USD; kim ngach xuét khau
tang binh quan 12%/nam, dén nam 2020 can bang dugc xuat nhap khau.

4. La mét trong nhirng dong lwe vo ciing quan trong cGa nén kinh té,
cac DNN&V sé dong vai tré quan trong trong viéc dat dugc cac muc tiéu
néu trén. Viéc danh gia ki su phat trién clia khu vuc DNN&V trong thei gian
qua, xac dinh nhitng diém manh, diém yéu, tir doé tim hiéu nhi¥rng hoat déng
ma Chinh pht co thé tién hanh dé gitp doanh nghiép dat dwoc muc tiéu 13
rat cAn thiét. Chinh phu cling c¢én thuc hién cac phwong thirc hop tac cu
thé véri khu vure DNN&V dé gitp hién thue hoa tiém nang to Ién clia khu vuc
nay nham tiép tuc ddi méi, sang tao va canh tranh trén cac thi trudng trong
nude va quéc té.

5. Do vay, Bo Ké hoach va Dau tu, Cuc Phat trién doanh nghiép, tiép
tuc xay dung cudn Sach tring DNN&V Viét Nam phién ban nam 2011 véi
muc dich:

» Dya trén nhirng s6 ligu thong ké chinh thirc cap nhat nhat dé danh
gia nhirng thanh tyru DNN&V da dat duge trong nhirng nam gan day.
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« Tim hiéu rd hon vé co hdi va thach thirc DNN&V Viét Nam dang déi
mat, tir d6 dé ra ké& hoach hanh dong wu tién dé gidi quyét cac van dé nay.

= Xay dung tam nhin va dinh hudng phat trién DN trong twong lai, bao
gdm thic day lién két gitra cac DNN&V véi cac DN Ion.
» Nang cao nhan thirc cua xa hoi vé dong gop clia khu virc DNN&V
Viét Nam trong phat trién kinh té va xéa doi giam nghéo.

6. Sach trang DNN&Y Viét Nam 2011 dugc Cuc Phat trién doanh
nghiép phdi hop voi cac chuyén gia tw van cia Ngéan hang Phat trién Chau
A (ADB) va str dung céac s6 lidu cia Téng cuc Théng ké dé xay dung. Cuc
Phat trién doanh nghiép da nghién clru kinh nghiém khu vue va qudc té dé
xem xét co thé ap dung nhirng bai hoc kinh nghiém cho Viét Nam, va tim
hiéu tac dong cla méi trudng toan cau dang bién déng ddi véi phat trién
doanh nghiép.

7. Sach trang DNN&V Viét Nam nam 2011 bao gém 4 phan chinh
nhu sau:

- Phan I: Méi truérng tong thé phat trién DNN&V;
- Phan Il: Thue trang DNN&V Viét Nam;

- Phan Il Hé tror phat trién DNN&V;

- Phan IV; Trién vong khu virc DNN&V.

8. Cuc Phat trién doanh nghlép Xin trén trong cadm on su chi dao va
dinh hwéng cla Lanh dao B8 Ké hoach va Bau tw, cac déng gop va goi y
clia cac dong nghiép va sw hé tro clia cac chuyén gia tu van ADB. Cac y
kién gép y xin dwoc gl vé:

B& Ké hoach va Dau tw

Cuc Phat trién doanh nghiép

S6 6B Hoang Diéu, Ba Dinh, Ha Nbi.
BPién thoai; 0804 3231; Fax: 04 3734 2189



INTRODUCTION

1. Viet Nam reached GDP growth rate of 6.78% in 2010, far higher than
the rate of 5.32% in 2009 and exceeded the set target of the National As-
sembly of 6.5% despite 3 successive years being affected by the financial
crisis and global economic dawnturn. This encouraging result comes from
great efforts of hundreds of thousands of Small and Medium-sized Enter-
prises (SME) and millions of micro enterprises nationwide. Facing enormous
challenges from the global and domestic economic situation, SME have
shown their tremendous capacity in business establishment, innovation, de-
velopment and growth.

2. The year of 2010 also marked a milestone as the whole society ex-
perienced preparation process to implement the National Socio-Economic
Development Strategy during 2011 - 2020. The Strategy has set out targets
for the next period as follow: Viet Nam would reach GDP growth rate per
annhum of 7-8%; Viet Nam would basically become a industrial country with
real GDP per capital of about 3,000 USD; Values of hi-tech products and
technology-intensive products would contribute 45% of total GDP; Value of
manufactured products would account for 40% of total industrial production
turnover; Total factor productivity would account for 35% of growth; Human
Development Index (HDI) of Viet Nam would be at above the average level,
life expectancy would be 75 years; trained employees would account for
70% of total employees; the number of poor households would be reduced
by 2% per annum.

3. The Socio-Economic Development Plan (SEDP) is an essential part
to implement the Strategy. |n this period, the set target for economic growth
rate for 5 - year period is 7-7.5%. In 2015, GDP per capital is estimated at
2,000 USD, export turnover to increase by 12% per annum and would be
balanced to import turnover on 2020.

4. Being ohe of the most important drivers of the economy, SME will
be a critical factor to realize these targets. It is also essential to evaluate the
development of SME over the fast years, to identify their strengths, weak-
nesses as well as to identify what actions the Government can take to help
businesses achieve their objectives. The Government needs to work with
businesses to help realize the tremendous potential of Viethamese enter-
prises to continue innovating, creating, and competing nationally and in in-
ternational markets.

5. Thus, the Agency for Enterprise Development has prepared this 2011
White Paper on SME in Viet Nam, with the aim of:

» Reviewing what has been achieved by enterprises in recent years,
based on the most up-to-date official statistical data.

= Better understanding the constraints and opportunities faced by Viet-
nhamese SME, and to develop a prioritized action plan to address these con-
cerns.
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» Developing a shared vision about the future direction of business de-
velopment, including linkages between SME, larger firms and foreign in-
vested firms.

* Building public awareness of the contribution of Vietnamese SME to
economic development and poverty reduction.

6. This 2010 White Paper on SME in Viet Nam was prepared by the
Agency for Enterprise Development in collaboration with General Statistics
Office (GSO) staff, with the support of the Asian Development Bank (ADB).
The team studied regional and international experiences, so as to see what
lessons might be applied in Viet Nam, and to understand the changing global
environment for business development.

7. This 2011 White Paper on SME comprises four main chapters, as
follows:

- Chapter |: The overall environment for SME development;
- Chapter Il: SME in Viet Nam;

- Chapter lll; Facilitating SME development;

- Chapter IV: Prospects for the SME sector.

8. The Agency for Enterprise Development, Ministry of Planning and
Investment highly appreciates comments and suggestions of colleagues,
and the support of Asian Development Bank’s consultants. Therefore, any
comments or suggestions are welcome and can be sent to the following
address:

Ministry of Planning and Investment
Agency for Enterprise Development
No. 6B Hoang Dieu Street, Ba Dinh District, Ha Noi
Tel: 0BD 43231: Fax: 04 3734 2189
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CHAPTER I: OVERALL ENVIRONMENT FOR SME
DEVELOPMENT

1. The world’'s economy faced a lot of difficulties filne year of 2010. Even though the
2007 — 2009 financial crisis has gone away, it Bk persistent effects on some part of the
world. The sovereign debt crisis is spreading aapidly across Europe where rising
government debt levels are urging countries to @m@nt tighten financial policies, which
ironically makes the rate of unemployment incred@eacrency debate is now raging when
many countries are keeping their currencies atftmeign exchange rates to strengthen their
competitive advantage. Even worse, gold prices lhaen increasing over the past ten years
and serious inflation is prevalent among counttisnever, on the bright side of the world’s
economy, emerging economies have shown an impeegsiar of rapid growth, especially
China, ranked second in the world.

2. The economy of Viet Nam in 2010 kept a speedy repin that context. Viet Nam’s
real Gross domestic product (GDP) reached VND 1(E&Dbillion, equivalent to USD 104.6
billion. The number represents an increase of USillion in GDP from 2009, showing
that Viet Nam had crossed the line of USD 100 dnillifor the first time. The economic
growth continued to accelerate over each quartarhaghest rate of about 7.34% in Quarter
IV of 2010. Therefore, the growth rate of GDP infl@0eached 6.78%, exceeding the target
of 6.5% set by the Congress and higher than tleeafa6.31% in 2008 and 5.32% in 2009.
Economic sectors also gained higher growth ratespaped to 2009. Specifically, the
industry and construction sectors had the highesivtly rate (7.7%) while that figure of
agriculture was only 2.8%.

3. Viet Nam has attained many macro-economic targéts emcouraging results. To be

specific, development investment capital in 20@oanted for 41.9% of GDP, increased by
17.1% compared to 2009. Export earnings totalediab&D 71.6 billion in 2010, increased

by 25.5% compared to 2009, four times much more tha target set by the Congress (of
about 6%). Trade deficit dropped to the record tdvabout USD 12.4 billion, equal to 17.3%

total export. The State budget revenues in 2010e wie8% higher than estimated and
increased by 18% compared with 2009. Deficit spsmdh 2010 decreased by 5.8% of GDP,
much lower than the estimate of 6.2% given by tbadtess and lower than that in 2009 of
6.9%. This is a positive sign of decreasing budgetspending for the coming years.

4, Despite achievements gained, the economy still sfagelot of difficulties and
challenges as an effect of the world’s economy dowhestic economic problems. Steady
macroeconomic balances have not been obtained,igh#ihe balance of trade has been
improved but still in serious deficit, foreign cemncy reserves have decreased compared to
the previous years, and lending interest rateilishggh. The consumer price index (CPI) in
December 2010 increased by 11.75% compared to Deref®09, higher than the target.
The average CPI of 2010 was 9.19% higher than d¢fha009. Fluctuations in foreign
exchange rates were very complicated in 2010. Ekeungh the interbank exchange rates
were adjusted to increase in February and Octopénd State Bank of Viet Nam, there was
a big gap between the interbank exchange ratefreadnarket foreign exchange rates, and
the fixed exchange rate sometimes was even 10%r Itvem the free-market’'s. Foreign
exchange instabilities and fluctuations in foregchange rates have hindered import and
export activities. The depreciation of the domestirency also made inflation more serious
as prices of imported goods rise rapidly. The tptddlic debt in 2010 was estimated to be at



42.2% of GDP but the amount actually exceeded 50%0QP. Public and external debts of
Viet Nam have grown in both size and frequency.lieutebt per capita rose sharply from
USD 144 in 2001 to USD 600 in 2010 at an averageabl8 %!

Table 1:Key macroeconomic indicators

Indicators 2005 | 2006 2007 2008 | 2009 | 2010
GDP growth (% per 8.4 8.2 8.5 6.2 5.32| 6.78
annum)
Inflation (change in CPI, 8.3 7.5 8.3 23.1 6.9| 11.75
% per annum)
Credit growth (%oper 31.7 25.4 53.9 25.4| 37.7| 27.65
annum)

Source: Data from 2005 to 2008 provided by IMR] éom 2009 — 2010 provided by GSO

5. The incremental inflation rate in 2010 was one led thost important factors that
created economic instability. It came from sevdeators like natural disasters, currency
depreciation, a rise in the world general priceeleand an increase in the money supply,
which occur simultaneously. Besides, inflation ireVNam is structural inflation, which is
hard to change in the short-term. Interest ratesstilt high, causing obstacles to businesses.
The main reason comes from the unexpectedly hidlation rate, tightened monetary
policies, massive investment in the public sectmt @ven from pressure brought about by the
State’s regulations, such as Circular No.13/201NHNN of SBV dated May 20, 2010 on
prudent ratios in operations of credit institutio@sedit growth rate reached 27.6% and the
growth rate of money supply was 25% in 2010. Sigairftly, the growth rate of credit in
foreign currency was much higher than that in ddioesirrency. The banking system found
capital mobilization more difficult, but the pos®i sign is that the deposit growth remains
was still higher than the credit growth.

6. Securities market has undergone unpredictable esamgys of December 29, 2010,
total market capitalization of two Vietnamese staoichanges was USD 37,128 million,
equivalent to 38.62% of GDP. Macroeconomic instgbénd the global economic downturn
led to a decrease in cash-flows into the secumtiagket in 2010. After the closing session on
December 31, 2010, the VN-Index of Ho Chi Minh &t&xchange (HOSE) stood at 484.66,
lost 10.14 points, equal to 2%, the HNX-Index st@bdl14.24, lost 32% compared to the
beginning of 2010. On average, liquidity in thec&tanarket remained at a low level. For
example, on HOSE, on average, only 46.4 milliontsumiere transacted of total value of
VND 1,506 billion. The gloomy stock market has hened businesses from mobilizing
capital.

7. This situation has made a direct impact on SME.ofdiog to a survey conducted by
the Viet Name’s Chamber of Commerce and Industmly one-third of total number of SME
had access to bank loans. Although the Governmenidsued various preferential policies,

1 Dr. Le Quoc Hoi, Viet Nam Economic Outlook 201@idkecommendations for 2011,
http://www.ktpt.edu.vn/website/249 tong-quan-kiehviet-nam-nam-2010-va-khuyen-nghi-cho-nam-
2011.aspx

" http://www.thesaigontimes.vn/Home/xahoi/sukien@&#&inh-te-Viet-Nam-nam-2010.html

" http://vneconomy.vn/20101227034048786P0C6/tangatiin-dung-2010-xanh-vo-do-long.htm




SME who received bank loans only account for 5a@d.of total the number of SME as they
are unable to afford banks’ interest rates. Evererwthe Government has enforced a
mechanism to give preferential credit to suppoddpction, business and export operations
of SME, there are still many barriers to the sous€dund due to troublesome and slow
lending procedures. In order to eliminate thosdéatilties, the Prime Minister has issued
Decision 03/2011/QD-TTg on Credit guarantee for SNIke Viet Nam Development Bank
is authorized to act as a credit guarantor for SbBorrow from commercial banks. Those
enterprises are received support in terms of measand financial sources to implement their
projects. However, a recent survey conducted by\Wie¢ Nam Association of Corporate
Directors, on 2000 SME has shown that more than 80%nterprises do not know about
programs and preferential policies of the Governmerhey do not know which agencies
they should consult while government agencies tleéras are confused when making
guidelines. With a view to give financial supp@t3ME via credit fund, thirteen credit funds
have been established across 63 provinces and. dievertheless, only a few of them have
come into operation, yet not very effective dueséveral reasons like limited local budgets
and difficulty in raising funds. Most SME did noteet requirements to implement their
projects, especially the feasibility of the profeME found it hard to access to official
sources of funds because most banks only gave ltmariseir loyal customers or large
corporations. About 75% of SME had to borrow fromofiicial sources of funds at an
interest rate of up to 5 to 6% a month.

8. Viet Nam is now facing the risk of macroeconomidatances following a cyclic
pattern and creating uncertainty as well as ecoaamivnturns in the medium to long-term.
There has been limitation in taking full advantageWTO integration to gain economic
growth and opportunities to restructure the econaiftgr the financial crisis. In response to
fluctuations in the global economy, the Governmieed made adjustments to policies. For
example, in 2008 the Government applied tightermeahtial and monetary policies to curb
inflation; in 2009 stimulus programs were used vathaim to encourage economic growth,
and then in 2010, tight but flexible financial antbnetary policies were used again to
restrain inflation, stabilize the macro-economyd austain economic growth. There is an
urgent need for Viet Nam to adopt a new econommwvgr model and restructure the
economy in a sustainable direction to deal with tet causes of macroeconomic
instabilities in the short-terrh.Persistent inflation and high interest rates hiec to a
decrease in savings from households and firms, smgonegative impacts on domestic
investment. This is represented by a decrease78b 4n the number of newly-registered
enterprises in the first half of 2011 and a de@eals5.4% in total registered capital in
comparison with the same period in 2010.

9. Competitive capacity of Vietnamese enterprises @negal and SME in specific is
diminished and eroded by macroeconomic imbalantesording to the statistics given by
the Ministry of Planning and Investment, only i thrst 9 months of 2011, there have been
nearly 49,000 business dissolutions, in which 1a4,80terprises stopped operation, 31,500
stopped tax payments, and about 5,800 enterprieat vankrupt. The number of enterprises
going bankrupt is expected to be increase one ahdlfaor even double as many as the

2 Three key measures to support SME to stabalizéygtion http://Ha Noimoi.com.vn/newsdetail/Kinh-
te/520171/ba-giai-phap-co-ban.htm

¥ UNDP, Economic Department, National Assembly, \Wam Academy of Social Sciences, Recomendations
at the Viet Nam Economic Forum: Issues in mediuchlang term, Ha Noi, July, 2011.

*Newly registered enterprises to drop down 4,7% indiths,
http://dddn.com.vn/2011062908173826cat44/6-thang-doanh-nghiep-dang-ky-moi-giam-47.htm




average number 5,000 — 7,000 in the previous ye#irss predicted that there are about
60,000 enterprises, accounting for 10% of totatentrnumber of enterprises in 2011, which
may go out of business and stop paying t&x&scording to Viet Nam Association of Small
and Medium Enterprises, about 20% enterprises sgwble to continue their operation.
Apart from this, about 60% of the association’ menskare exposed to negative effects of the
economy, resulting in ineffecient and downgradedragon. Inflation is making companies
out of control of prodution costs, lose market ssaand unable to finance their production.
The rest 20% have suffered little effects of theneeny and stood firm because their
production is not overdependent on loans and idled cohort of experienced management
board. All of these mean that upto 80% enterprsedacing difficultieS.

10. Decline in competitive capacity of enterprises disads to decline in the country’
competitiveness. Viet Nam’ competitiveness is dempfrom 58' (increased by 16 steps
against 2009) to 65(decreased 6 steps against 2010) among 142 cesitnd territories

according to the 2011-2012 Report on Global Corntipetiess of WEF publicized in

September 2011. Currently, the high inflation, éardgudget deficits (6% in 2010), poor
infrastructure, complicated administrative proceduyrintellectual property rights (ranked
127", and corruption prevention capability are the fiogitters of concern.

11. The Report named “Business Environment 2012: DoBugsiness in a More
Transparent World” published on October 20, 2011HsyWorld Bank and the International
Finance Corporation (IFC) is also a noticeable oheshows that Viet Nam is ranked at the
98" among 183 economies, a decrease compared to tha®oin 2010. Apart from changes
in the scoring system and ranking methods, the dfogiet Nam’s business environment
ranking drop rooted from weaknesses in tax paynaedt handling of companies declared
insolvent or out of business. Meanwhile, on a dglduale, a large number of economies,
totaled 125, have carried out nearly 245 majorrmefoin business regulation. “In the context
of a global and regional economy which is increglgicompetitive and dynamic in attracting
private investment, Viet Nam needs to speed uptigir reforms to sustain competitiveness
and get the best of domestic and foreign privaterprises’ potentials to foster the country’s
development”, said representative from the WorldiBa Viet Nam’

12. Problems and difficulties in SME development in gfi)e and the country’s
development in general have been acknowledged r@doav being addressed. The Political
Report of the Central Executive Committee (Sessfdnat the Vietnamese Communist
Party’s Congress Xl early 2011 clearly states tlillte economy is under a unsustainable
growth while quality, efficiency and competitivesegre at low level, incommensurate with
the country’s potentials, opportunities and neaaisl some targets have not been reached”.
The report also shows the need tafisform the horizontal economic development patte
into a pattern with balanced horizontal and vertidirections, not only extending scale but
also improving quality, efficiency, and sustainail It is of great importance to restructure
the economy with the focus on the production amdice sectors corresponding to conditions
of specific regions, speed up restructuring of ooae development strategies, and increase
domestic value, added value, and competitivenegsads, of the company and of the whole

® Behind the bankruptcy of 49,000 enterprigesn://vef.vn/2011-10-14-dang-sau-su-pha-san-cuae®

doanh-nghiep
®SME in need of support, Thursday, July 14, 2bftb://dddn.com.vn/20110714092247763cat44/doanh-
nghiep-nho-va-vua-can-duoc-ho-tro.htm

"Viet Nam steps down 8 level in business environmanking, Economy and Forecast Review ,
October 25, 201ttp://kinhtevadubao.vn/p0c303n10773/viet-nam-bigtbac-ve-xep-hang-moi-
truong-kinh-doanh.htm




economy. Business environment should be improveld mvestment attraction strategies to
raise capital and effective use of domestic andidor resources. There also should be more
incentives to encourage investment into the fietiendustry, agriculture, hi-tech service,
technological innovation solutions, and introductiof products, and pump more
investment into science-intensive and high valugeadprocesses in production and global
distribution chain”. The private sector, represdritg SME, contributing the most to GDP,
is considered as one of the driving forces of tenemy.

13.  The Socio-economic development strategy for 201202tas mapped out a route for
the development of SME in 10 years. These stradegeude development of the labor force,
establishment of appropriate production relatidasnation of a consistent socialist-oriented
market economy, transformation of the horizontabreenic development pattern into a
pattern with balanced horizontal and vertical digets, not only extending scale but also
improving quality, efficiency, and sustainabilitgstructuring of the economy with the focus
on the production and service sectors correspontingonditions of specific regions,

accelerated corporate restructuring of developmsinategies, adjustment of market
strategies, improvement of domestic value, addéaeyand competitiveness of products, of
the company and of the whole economy, and developwfeknowledge economy. On the
other hand, economic growth should go along withirenment protection and development
of green economy.

14. In particular, the "8 Plenum of the Central Committee (Session XI) hiel@ctober
2011 called for drastic measures to economic retstring. In 2011-2015 period, especially in
2012, Viet Nam will need to effectively handle tieationship between the economic growth
rate and the quality; between high growth rate avatroeconomic stabilization, between
inflation restraint to stabilize the macro-econoamg renovation of economic growth model to
restructure the economy, between economic andrabltievelopment, and between cultural
development and social welfare security. The ggias given to inflation restraint to stabilize
the macro-economy and ensure social welfare, wgoels in line with renovating the economic
growth model and restructuring the economy to farfirm base for higher economic growth
in the last years of the period. The 3 key taskddoprioritized in the next 5 years are
investment restructuring with the focus on pubfigastment, restructuring of the financial
market with the focus on the commercial bankingteapsand financial institutions, and
restructuring of state-owned enterprises with tloeu$§ on large economic groups.
Restructuring public investment is to effectivelplniize, allocate, and make efficient use of
resources from the Government and the society. o can be reached only if there is a
change in conception of and approaches to impleatient of annual socio-economic
development plans and the plan for a five-yearqaeri



CHAPTER Il - SME SECTOR IN VIET NAM
2.1. SME SECTOR IN VIET NAM

2.1.1. NUMBER OF ENTERPRISES
2.1.1.1 Number of registered enterprises, active mprises, and dissolved enterprises

15.  Currently, statistical data on the number of eniegs in Viet Nam can be divided
into two categories:

e Data on registered enterprises; and
e Data on enterprises in active.

The Agencyfor Business Registratioprovides statistical data on registeesterprises,
which was used to be provided biie Agency for Enterprise Developmebata on
enterprises that are active is provided by the @Gadr&atistical Office (GSO), based
on an annual enterprise survey. Enterprises thatatso be considered active are those
paying taxes, as recorded from the datalpesgded by the tax agencies.

16. As of 2010, there were 550,000 established andstergd enterprises in Viet Nam.
Only in 2000 — 2010 period, nearly 500,000 entsgwiestablished nationwide since the Law
on Enterprise 1999, Law on Enterprise 2005 and lacawState Own Enterprise were
implemented. While in the previous period from 19911999, there were only 47,158
registered enterprises (including cooperativesamdrprises belonging to political and social
organizations) which were established in accordavitte the Law on Private Enterprise, the
Company Law and Decree No.50/HDBT.

Table 2: Total registered enterprises in the 2000 2010 period

Year Number of registered enterprises Accumulated
number

2000 14,453 14,453
2001 19,642 34,095
2002 21,668 55,763
2003 27,774 83,537
2004 37,306 120,843
2005 39,958 160,801
2006 46,744 207,545
2007 58,196 265,741
2008 65,319 331,060




Year Number of registered enterprises Accumulated
number

2009 84,531 415,591

2010 84,000 499,519

Source: Business Information Center, Agency foefmise Development.

17. Despite of significant economic difficulties, thaimber of registered enterprises
continued to rise. It is estimated that there wBt®00 newly registered enterprises in 2010,
equal to 99.4% of registered enterprises in 200che total chartered capital of these
enterprises reached VND 1,300 trillion, representn increase of 151.4% against 2009

18. Data on business registration from 63 cities araVipces (see Table &howed
the following tendency in the country’s new entesplestablishment:

¢ Ha Noi and Ho Chi Minh are always the leading sifie terms of both theumber
of business start-ups and value of registered aagitimulativelyaccounting for
50% of established busine§s3,000 newly registered enterprises in Ha Noi and
20,000 in Ho Chi Minh City) and 42% of total capita 2008. The two hub cities are
classified into Group 1.

e The second group includes more developed citiespaovinces, such as Hai
Phong, Da Nang, Binh Duong, Dong Nai and Ba Riag/iau, which each had
between 1,000 and 3,000 registered enterpriseB08. Zhese cities and provinces can
be classified into Group 2.

e In contrast, the number of business start-ups ur f@oor provinces in the
Northern mountainous areas -- Cao Bang, Bac Kam Bien, and Lai Chau - is fewer
than 100. The remaining under-developed provinecgke Northern mountainous and
Southern regions (eg. Son La, Yen Bai, Ha Giang; Beu, Tra Vinh, and Ninh
Thuan) each had 100 to 200 newly established eigegp They are classified into
Group 3.

e The difference partly reflects the gap in overalbmomicdevelopment between
locations. Nonetheless, the gap remains relatiwatle; the figures for Group 1 are
10 times higher than Group 2, and in tuanoup 2 figures are 10 times higher than
Group 3, on average. Given that the populationro¥ipces in each group does not
vary so markedly, this gap possibly is caused gy difference in awareness on
market entry of each grotip

e With the sole exception of Thua Thien Hue, the ddalities with the highest number
of private businesses registered in 2008 werenaheé South (ie. Ho Chi Minh City,
Dong Nai, Kien Giang, Binh Duong, Khanh Hoa, TaylNiBa Ria Vung Tau, Can
Tho and Long An). This fact reflects the differemedusiness culture among regions.
The level of personal commitment, showrbimsiness spirit and employer-employee

8 Report on socio — economic context in Decemberta@avhole year 2010, MPI (Government’ s document f
press conference on December 31, 20 b&p://www.mpi.gov.vn/portal/page/portal/bkhdt/pthkt
381767?p_page_id=410030&p_cateid=353534&atrticle ildetb&item_id=17567190

° Ho Chi Minh City, the highest populous city amohg above groups, has a population that is 22 tingéer

than that of Bac Kan province, the smallest prawiincViet Nam, by population. Nonetheless, in 2008 Chi

Minh City possessed a nhumber of enterprises registhat was 274 times greater than that of Bac Kan




relationships, in these locations sggnificantly higher than in other cities and
provinces.

e The number of joint stock companies registered axNbi was twice as many as
that of Ho Chi Minh City, while Ho Chi Minh City lth2.5 times highethan the
number of limited companies than Ha Noi. This ptipaeflects the fact that the
equity financing approach is not so well developeda Noi.

19. The survey orBusiness results of Viet Nam Enterprises in 200082and 2009 by
Vietnamese standard industrial classification —VS2007 publicized by the General
Statistics Office (GSO) in 2011 shown that ther@ensetotal of 248,842 active enterprises as
of January 1, 2010. During 2000 — 2009 period,vactnterprises achieved an average
growth rate of 21.87% per annum. During the dificime of 2007 — 2009 period, they still
maintained a high growth rate of 18.2%, 32.05% &@d98% in 2007, 2008, 2009,
respectively.

20.  According to the General Tax Department by end-2@i€re are more than 336,000
enterprises paying taxes, including 318,530 privatgerprises, 13,345 foreign owned
enterprises and the rest of 4,431 enterprises getostate-owned sector.

21. Generally, the number of enterprises in 2009 irswdaagainst 2008. Industries
including water supply, waste treatment, constamtivholesales and retails, vehicle repair,
transportation and storage, hospitality, informatiand communication, science and
technology, education and training, art, entert@ntrsaw a large increase of more than 20%.
The fastest growth industries include consultatiervices, healthcare and community services
with the growth rate of 60.81% and 40.38%, respelsti Processing industry saw an increase of
more than 16.92%. Enterprises in agriculture, foyeend aquaculture sectors maintained a low
growth rate of 2.72%. The growth rate of entergrisefinance, banking and insurance sectors
also remained low due to tightened policies orestablishment of enterprises in these sectors. In
the meantime, two industries experience a decneageowth rate, including production and
distribution of electricity, gas, hot water, steamd air conditioning (decreased by 38%) and
housework services (decreased by 8.33%).

Table 3: Number of enterprises by industry during 206 — 2009 period

2005 2006 2007 2008 2009

Total number 112,950, 131,318 155,771 205,732 248,842
Agriculture, Forestry and Aquaculture 2,320 2,399 2,443 8,517 8,749
Mining 1,152 1,361 1,687 2,257 2,521
Processing 21,876 26,082 30,235 37,647 44,018

Electricity, gas, hot water, steam and 2,846 2,938 3,215 3,467 2,143
air conditioner distribution

Water supply and waste treatment 363 416 560 715 882

Construction 13,656 17,783 20,997 28,246 35,554




2005 2006 2007 2008 2009
Wholesales and retails, vehicle repair 42,65052,332 60,892 80,446 97,051
Transportation and storage 5,830 6,508 8,327 7,740, 10,074
Hospitality 4,684 5,116 6,073 7,083 8,898
Information and communication 1,343 1,889 2,364 3,429 4,538
Finance, banking and insurance 1,593 1,671 1,895 2,068 2,129
Real estate 1,413 1,717 2,406 3,338 4,223
Science and technology 6,029 6,476 8,802 13,380, 17,193
Consultancy services 3,567 2,510 3,225 3,838 6,172
Education and Training 1,032 785 980 1,370 1,788
Healthcare and community services P36 255 357 473 664
Entertainment 1,183 419 490 678 820
Other services 1,278 653 820 1,028 1,417
Housework services, private househaqld 9 8 3 12 11
employment

Source: General Statistics Office, Statistical YBaok 2010. Statistical Publishing House,
2011

22. In 2010 and the first 9 months of 2011, Viet Namsnomy encountered many
challenges, reflecting in the large number of gises being dissolved, bankrupted, shut
down and stopped paying taxes. According to MPlly anthe first 9 months of 2011, there
were nearly 49,000 enterprises dissolved, bankd,sleut down and stopped paying taxes,
including 11,500 dissolved enterprises and 31,5@@rprises which stopped paying taxes.
There were 5,800 enterprises went bankruptcy asgbtlition. It is estimated that the number
of dissolved, bankrupted enterprises would be dotl#t number of previous year in average
(from 5,000 — 7,000 enterprises). In 2011, it ipaepted to have about 60,000 enterprises
which would go bankrupted, dissolved, shut dowrstmpped paying taxes, accounted for
10% of 600,000 enterprises currefitly

2.1.1.2. NUMBER OF SME

23.  Under Decree N0.56/2009/ND-CP of the Governmeniwre 30, 2009 on assistance
to the development of SME, enterprises could bssdiad into 4 categories including: micro
enterprise, small enterprise, medium enterprise largke enterprise, bases on labor scale,
capital and economic sector.

12 Behind the bankcruptcy of 49,000 enterprises;Migf.vn/2011-10-14-dang-sau-su-pha-san-cua-49-000
doanh-nghiep




Table 4: Enterprises by categories regulated undelDecree N0.56/2009/ND-CP

Sector Micro Small enterprises Medium enterprises Large enterprises
enterprises
Number of | Total Number Total Number Total Number
laborers capital of capital of capital of
laborers laborers laborers
I. Agriculture, <=10 <=VND | From 10 | From From 200 | More More than
forestry and 20 billion | to 200 VND 20 - | to 300 than VND | 300
fishery 100 100
billion billion
II. Industry and <=10 <=VND | From 10 | From From 200 | More More than
construction 20 billion | to 200 VND 20 — | to 300 than VND | 300
100 100
billion billion
Ill. Trade and <=10 <=VND | From 10 | From From 50 | More More than
services 10 billion | to 50 VND 10 — | to 100 than VND | 100
50 billion 50 billion

24.  According to the General Statistics Office, mostofive enterprises have small and
medium size (in accordance with the classificatiateria regulated in Decree 56/2009/ND-

CP of the Government dated June 30, 2009 on asststa the development of SME). In

term of labor scale, among 248,842 active enterprigs of January 1, 2010, there are
162,785 micro enterprises, 74,658 small enterpriSg&l0 medium enterprises and 6,389
active enterprises. The total number of micro, srmatl medium enterprises accounted for
97.43%. During 2000 — 2009, micro enterprise seattneved the highest average growth
rate of 24.7% per annum in term of number, whike drerage growth rate of small, medium
and large enterprises are 20.41%, 11.79% and 7.@8%Yectively.

25. The trend on enterprise growth in term of laboresiés noticeable. In overall, SME
accounted for 97.09% total enterprises in 2008, tadl proportion in 2009 increased to
97.43%. However, there were positive signs in eaokip. Namely, the growth rate of micro
enterprise sector in 2009/2008 was 28%, showingcaedse against the growth rate of 33%
in 2008/2007. The growth rate of small-sized entsgpsector in 2009/2008 was 9.72%,
significantly decreased against the rate of 34.0692008/2007. Whereas, the number of
medium-sized enterprises in 2009/2008 grew at 24,7Bigher than that of 2008/2007
(10.47%). Similarly, the growth rate of large epteses in 2009/2008 (6.86%) was also
higher than that of the previous year (6.26%). €hkgures shown that the number of
medium and large enterprises has increased. Honevierm of proportion, small and micro
enterprises still took a greater share.

Table 5: Number of enterprises by labor scale as dfanuary 1, 2010

Year | Total Micro enterprises | Small enterprises | Medium enterprises | Large enterprises
2000 42,288 22,638 14,396 1,849 3,405
2001 51,680 27,957 18,053 1,970 3,700
2002 62,908 33,047 23,329 2,284 4,248
2003 72,012 36,949 28,062 2,483 4,518
2004 91,756 49,042 35,047 2,892 4,775




Year | Total Micro enterprises | Small enterprises | Medium enterprises | Large enterprises
2005 112,950 63,456 41,337 3,196 4,961
2006 131,318 80,060 42,649 3,418 5,191
2007 155771 95322 50763 4059 5627
2008 205689 127180 68046 4484 5979
2009 248842 162785 74658 5010 6389

Source: General Statistics Office, Viet Nam'’s Enterpsise the first 9 years of 21 century.
Statistics Publishing House, Ha Noi, 2010 and Bessnresults of Viet Nam Enterprises in
2007, 2008 and 2009 by Vietnamese standard indlistassification —VSIC 2007,Volumn 2,
Statistics Publishing House, Ha Noi, 2011.

26.  Proportion of micro, small, medium and large entisgs widely varied among

economic sector, including private sector, stat&edvand foreign invested one. In private
sector, micro, small and medium-sized enterprise& the largest proportion, of 98.54%.
Whereas, the proportion of large enterprises wag accounted for 1.46%. In state-owned
sector, large enterprises took a large proportibd355%, and the proportion of micro,
small, medium enterprises were 2.05%, 37.46% ar@i¥, respectively. In foreign invested
sector, small enterprises made up the largest site 53.16%, 21.81% were large
enterprises, the proportion of micro and mediumemgmises were 16.12% and 8.91%,
respectively.

Table 6: Enterprises by labor scale and type as dfanuary 1, 2010

Labor scale
Total
Micro Small Medium Large
enterprises enterprises enterprises enterprises
Total 248,842 162,785 74,658 5,010 6,389
1. State-owned sector 3,364 69 1,260 570 1,465
Central level 1,80b6 24 528 289 964
Local level 1,559 45 732 281 501
2. Non-state sector 238,93p 161,661 69,918 3,857 3,496
Collectives 12,249 6,089 5,873 123 164
Private 47,839 36,400 11,055 257 127
Joint partnership 69 50 17 2
Private Limited Liability 134,407 93,322 37,695 1,967 1,423
Joint Stock Co. having
state capital 1,740 80 819 263 578




Labor scale
Total
Micro Small Medium Large
enterprises enterpriseg enterpriseg enterprises
Joint Stock Co. without
state capital 42,628 25,720 14,459 1,245 1,204
3. Foreign invested
sector 6,546 1,055 3,480 583 1,428
100% foreign capital 5,412 850 2,945 443 1,174
Joint venture 1,134 205 535 140 254

Source: General Statistics Office, Business resultsief Mam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classion —VVSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011

27. Capital size of most of Viet Nam’s enterprisesatatively small. As of January 1,
2010, there were only 1,581 enterprises havingtered capital of more than VND 500
billion, accounted for 0.61% of the total enterpsis 11,381 enterprises had capital from
VND 50 billion to 500 billion, accounted for 4.56%nd 195,469 enterprises with the capital
of less than VND 10 billion took the largest projpam of 78.55%.

Table 7: Enterprises by capital size as of Januarg, 2010

Total Less than VND VND1-5| VND5- | VND 10 | VND VND More than
billion 10 billion | =50 50 - 200 — VND
VNDO0.5 | 05-1 billion 200 500
billion billion billion billion 500
billion
2000 42,288 16,267 6,534 10,799 2,745 3,957 1,515 317 199
2001 51,680 18,326 8,403 14,556 3,385 4,623 1,781 383 223
2002 62,908 18,591 10,994 20,141 4,490 5771 2,160 501 260
2003 72,012 18,790 12,954 24,737 5,496 6,648 2,491 586 310
2004 91,756 23,187 16,191 32,739 7,303 8,269 2,904 760 403
2005 112,950 26,687 20,434 41,856 9,255 10,017 3,302 895 504
2006 131,318 15,908 21,809 64,137 2,497 11,502 3,835 1,009 631
2007 155,771 18,646 23,630 72,342 7,249 16,353 5,286 1,355 890
2008 205,689 21,957 27,2338 95,873 6,169 24,728 6,834 1,737 1,158
2009 248,842 18,682 25,428 107,605 758 40,514 8,971 2,370 1,518

Source: General Statistics Office, Viet Nam’s Enterpriseshe first 9 years of 21
century. Statistics Publishing House, Ha Noi, 20dfild Business results of Viet Nam




Enterprises in 2007, 2008 and 2009 by Vietnamesedatrd industrial classification —VSIC
2007,Volumn 2, Statistics Publishing House, Ha R01,1.

28.

By capital size, SME accounted for 95.97% of taaterprises, in which small

enterprises accounted for 82.26%, the proportidnsn@dium and large enterprises were

13.71% and 4.03%, respectively.

Table 8: Enterprises by capital size, as of January, 2010

Enterprises by capital size

Small Medium
Total enterprises enterprises Large enterprises

2007 155,771 136,80R 13,353 5,616

2008 205,732 177,818 20,3%5 7,564

2009 248,842 204,690 34,114 10,038
Source: Business results of Viet Nam Enterprises in 2@0D8 and 2009 by Vietnamese
standard industrial classification —VSIC 2007, Mok 2, Statistics Publishing House, Ha
Noi, 2011.
29. By capital size and type of ownership, SME took ldmgest proportion in non-state

sector with 97.19%, while large enterprises onlgoated for 2.81% of the sector. State-
owned sector comprises of 47.32% of large enterpriand 52.68% of SME. In foreign
invested sector, SME accounted for 73.54% and langerprises accounted for 26.46%.

Table 9: Enterprises by capital size and economi@stor as of January 1, 2010

Total Enterprises by capital size
Small Medium Large enterpriseg
enterprises enterprises

TOTAL 248,842 204,690 34,114 10,038
1. State-owned sector 3,364 687 1,085 1,592
Central level 1,806 216 527 1,062
Local level 1,559 471 558 530
2. Non-state sector 238,982 201,359 30,859 6,714
Collectives 12,249 11,231 910 108
Private 47,839 44,358 3,190 291
Joint partnership 69 63 3 3
Private Limited Liability 134,407 112,714 18,513 3,180
Joint Stock Co. having state capital 40,7 388 660 692
Joint Stock Co. without state capital 2386 32,605 7,583 2,440




Total Enterprises by capital size
Small Medium Large enterpriseg
enterprises enterprises
3. Foreign invested sector 6,946 2,644 2,170 1,732
100% foreign capital 5,412 2,255 1,853 1,304
Joint venture 1,134 389 317 428

Source: General Statistics Office, Business results et Yiam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classion —VVSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

Enterprises by industry and region

30. Viet Nam enterprises mostly belong to labor-inteesand low value-added sectors.
SME spent limited capital investment on high tedbgy, knowledge and capital intensive
industries. According to a survey conducted by @eneral Statistics Office, a majority of
enterprises registered their business lines in @gadés, retails, vehicle repair industries (39%
of the total registered enterprises in 2006, 2@DQ8 and 2009). 17.69% and 14.29% of
active enterprises as of January 1, 2010 engagpretprocessing and construction industry
respectively. Most of these enterprises could otigate low added-value products or
services, tended to use a large number of labows téchnology and having limited capital

capacity.

Table 10: Enterprises by industry in 2006 - 2009

2005 2006 2007 2008 2009
Total
112,950| 131,318| 155,771| 205,732| 248,842
Agriculture, Forestry and Aquaculture
2,320 2,399 2,443 8,517 8,749
Mining
1,152 1,361 1,687 2,257 2,521
Processing
21,876| 26,082 30,235| 37,647 44,018
Electricity, gas, hot water, steam and aif
conditioner distribution 2,846 2,938 3,215 3,467 2,143
Water supply and waste treatment
363 416 560 715 882
Construction
13,656 17,783 20,997| 28,246| 35,554




2005 2006 2007 2008 2009

Wholesales and retails; vehicle repair
42,550| 52,332| 60,892 80,446| 97,051

Transportation and storage
5,830 6,508 8,327 7,740 10,074

Hospitality
4,684 5,116 6,073 7,083 8,898

Information and communication
1,343 1,889 2,364 3,429 4,538

Finance, banking and insurance
1,593 1,671 1,895 2,068 2,129

Real estate
1,413 1,717 2,406 3,338 4,223

Science and technology
6,029 6,476 8,802 13,380 17,193

Consultancy services
3,557 2,510 3,225 3,838 6,172

Education and Training

1,032 785 980 1,370 1,788

Healthcare and community services
236 255 357 473 664

Entertainment

1,183 419 490 678 820
Other services

1,278 653 820 1,028 1,417
Housework services, private household
employment 9 8 3 12 11

Source: General Statistics Office, Statistical YBaok 2010. Statistical Publishing House,
2011

Calculated by Economica Viet Nam.

31. There were a small but increasing number of ensaprengaged in key industries
which played an essential part in the national cetitipeness such as storage, information
and technology, science and so on. The table shbatsthere were 14,612 enterprises
engaging in transportation, storage and informatields at the end of 2009, accounted for
5.87% of total businesses and presenting an inerefa8,443 enterprises compared to 2008.
There were 2,129 enterprises operating in finamcekanking sectors, accounted for 0.86%



total active enterprises at end-2009. However ethegre only 116 enterprises engaging in
R&D at year end"!

32.  National programs and the Government’s efforts khba continued in order to boost
private investment in healthcare and educationoseét the end of 2009, there were 1,788
enterprises engaging in education field, accoufae.72%. However, there were only 0.4%
of the total enterprises working in healthcare andial services sector, and similarly, the
number of enterprises engaging in culture and spert only 664, accounted for 0.27%.

33. Enterprises mostly located in large cities suchHasNoi, Ho Chi Minh City, Da
Nang, Can Tho and Hai Phong. There were 29.21%38r@B% of the total of enterprises
located in Red River Delta and Southeast regigheaend of 2009.

Table 11: Enterprises by region in 2005-2009

2005 2006 2007 2008 2009
The whole nation 112,950 131,318 155,771 205,732 248,842
Red River Delta 31,965 37,514 43,707 61,093 72,676
North eastern region 7,175 7,802 9,153 11,564 11,627
North Centrabnd Central coastal 16,223 19,344 23,476 31,033 36,608
areas
Highlands 3,564 4,039 4,597 6,576 7,294
South eastern region 39,601 47,130 57,022 73,877 97,253
Mekong Delta 14,258 15,325 17,652 21,425 23,220

Source: General Statistics Office, Statistical YBaok 2010. Statistical Publishing House,
Ha Noi, 2011

34. Enterprise density of other provinces was relayivelv. Highlands and North eastern
region were two provinces having the smallest nundibdusinesses, accounted 2.93% and
4.67% of total active enterprises at the end 00200

2.1.2. CAPITAL SIZE OF ENTERPRISES

35. In the recent years, SME have achieved significgoivth rate both in terms of
production and investment. Table below shows séwaa development indicators of this
dynamic sector during 2000- 2009.

Table 12: Financial indicators of SME during 2000 2009 (private sector)
Unit: Billion VND

Fixed assets and

long-term
Year Total capital investment Net income| Earnings before ta
2000 113,497 33,916 203,155 2,041

' Reaching a New Height — Review of Policies for m&ger Performance of Private Enterprises”, Ecogami
Viet Nam, CIEM and UNDP (2011).



Fixed assets and
long-term
Year Total capital investment Net income| Earnings before ta
2001 161,582 51,050 273,879 3,679
2002 237,381 72,663 364,844 5,486
2003 337,155 102,94p 485,104 7,236
2004 495,691 147,22p 644,087 8,050
2005 698,739 196,200 860,338 10,433
2006 983,988 298,296 1,142,571 19,822
2007 1,824,125 591,188 1,679,861 46,887
2008 2,723,008 957,342 2,973,456 36,566
2009 4,197,475 1,289,190 3,351,4104 78,385.8

Source: General Statistics Office, Business resultsief Mam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classifon —VSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

36. Total capital of SME was significantly increasedte last decade. Total investment
capital of private enterprises into the economy waseased from VND 113,000 billion in
2000 to VND 4,197,472 billion as of December 31020Moreover, the value of fixed assets
and long-term investments were increased from VIS[D@0 billion to 1,289,190 billion in
2009. Net income increased from VND 203,000 billion3,341,404 in the same period. It
were estimated that SME could gain a value of phafore tax of VND 78,385.8 billion.

Table 13: Performance indicators of Viet Nam SME

Average Average Fixed assets & long- Average net
employee/enterprises capital/enterprises term investments / income /employee
(people) (billion dong) employee (million (million dong)
dong)

2000 30 3.0 32.6 195.2
2001 30 4.0 38.4 206
2002 31 4.0 42.6 213.8
2003 32 5.0 50.2 236.6
2004 29 6.0 59.5 260.2
2005 28 7.0 65.9 288.8
2006 27 8.0 88.5 339.1
2007 27 12.0 150.3 427.1
2008 24 14.0 204.1 633.9




Average Average Fixed assets & long- Average net
employee/enterprises capital/enterprises term investments / income /employee
(people) (billion dong) employee (million (million dong)
dong)
2009 22 17.6 245 636

Source: General Statistics Office, Business resultsief Mam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classion —VSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

37. Viet Nam SME have convincingly demonstrated theifitgy and strength in the heart
of economic storm. Current assets and short-tewasiments of SME sector increased from
VND 1,232,937 billion in 2007 to VND 2,908,286 Imlh in 2009. The proportion of current
assets and short-term investments of SME secttteirwhole economy was also increased
from 41.44% in 2007 to 44.76% in 2008 and to 81.14%009. The growth rate of current
assets of SME was 43.24% in 2008/2007 and 64.422009/2008. In term of fixed assets
and long-term investments, the value of fixed assetd long-term investments of SME
sector in 2009 was doubled in comparison with thia®007, reaching VND 1,289,190
billion. The proportion of SME’s fixed assets awndd-term investments in the total value of
all enterprises accounted for 31.91% in 2007, mireg to 34.05% in 2008 and to 35.97% in
2009. The growth rate of SME in fixed assets amdjiterm investments reached 62.05% in
2008/2007 and 34.57% in 2009/2008.

Table 14: Assets and investments of SME during 2007-2009
Unit: billion dong

2007 2008 2009
Current assets and short-term investment of afirprises 2,975,154 3,947,289 3,584,326
Current assets and short-term investment of SMibsec 1,232,937 1,766,690 2,908,286
Fixed assets and long-term investments of all prisas 1,852,764 2,814,026 3,584,326
Fixed assets and long-term investments of SME secto 591,188 958,042 1,289,190

Source: General Statistics Office, Business resultsief Mam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classion —VVSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

38. There was a large increase in term of owner’s gqufitSME during 2007 — 2009.
Owner’s equity of this sector was VND 667,533 bitliin 2007, increased to VND 976,984
billion in 2008 and reached VND 1,442,680 billiartlze end of 2009.

Table 15: Capital structure of SME during 2007-2009
Unit: billion dong

December 31, 2007

December 31, 2008

December 31, 2009

Payables | Owner’s Payables | Owner’s Payables | Owner’s
Equity Equity Equity
TOTAL 3,326,822 1,501,096 4,571,097 2,189,764  ©,089 2,794,262




December 31, 2007 December 31, 2008 December 31, 2009
Payables | Owner’s Payables | Owner’s Payables | Owner’s
Equity Equity Equity

1. State-owned sector 1,661,0P0 490,046 2,169,279  80,535| 2,473,811 800,13
2. Non-state sector 1,156,592 667,833 1,747,295 ,9846 2,754,795 1,442,68
3. Foreign invested 509,140 343,517 654,524 432,246 780,453 551
sector
Source:
39. Financial capacity of SME has been strengthened tbreelast decade, resulting in an

expanding of their capital size in average. While2000, average capital of each enterprise
was only VND 3 billion, the number was sharply e&ased to VND 17 billion in 2009. It is
noteworthy that the average number of labors wasedsed over years, from 30 labors in

2000 to 22 labors in 2009.

Table 16:Number of active enterprises at year end

2005 2006 2007 2008 2009
Nation 112,95(Q 131,318 155,771 205,732 248,842
Red River Delta 31,965 37,514 43,707 61,093 72,676
Ha Noi 18,214 21,739 24,823 39,547 48,455
Ha Tay 1,524 1,703 2,158
Vinh Phuc 815 1,009 1,191 1,501 1,652
Bac Ninh 1,120 1,273 1,525 2,162 2,394
Quang Ninh 1,456 1,547 1,655 1,800 2,021
Hai Duong 1,480 1,766 2,119 2,741 2,990
Hai Phong 3,148 3,730 4,496 4,913 5,646
Hung Yen 719 809 1,080 1,355 1,605
Thai Binh 992 1,029 1,270 2,041 2,214
Ha Nam 546 642 753 1,102 1,391
Nam Dinh 1,159 1,368 1,700 2,521 2,634
Ninh Binh 794 899 937 1,410 1,674
North region 7,175 7,802 9,153 11,564 11,627
Ha Giang 251 247 314 472 572
Cao Bang 306 375 465 553 601

~

446



2005 2006 2007 2008 2009
Bac Kan 290 329 326 362 376
Tuyen Quang 33 377 429 647 729
Lao Cai 638 647 693 802 861
Yen Bai 417 491 605 732 794
Thai Nguyen 87p 917 1,157 1,633 1,018
Lang Son 534 567 614 697 580
Bac Giang 1,02 1,112 1,308 1,600 1,497
Phu Tho 1,165 1,286 1,460 1,733 1,851
Dien Bien 271 295 327 402 468
Lai Chau 188 202 283 377 521
Son La 338 369 450 563 653
Hoa Binh 551 588 722 991 1,106
North Central and Central coastal
area 16,223 19,344 23,476 31,033 36,608
Thanh Hoa 1,766 2,256 2,698 3,719 4,127
Nghe An 1,901 2,018 2,754 3,910 4,406
Ha Tinh 868 1,086 1,211 1,512 1,702
Quang Binh 966 1,079 1,253 1,606 2,012
Quang Tri 561 670 800 1,266 1,517
Thua Thien Hue 1,15 1,357 1,769 2,440 2,878
Da Nang 2,621 3,271 4,030 4,352 6,004
Quang Nam 77 904 1,212 1,732 1,897
Quang Ngai 78 972 1,087 2,129 2,542
Binh Dinh 1,263 1,601 1,940 2,433 2,769
Phu Yen 57 672 750 974 1,058
Khanh Hoa 1,80 2,143 2,483 3,009 3,403
Ninh Thuan 39 410 429 584 683
Binh Thuan 80 905 1,060 1,367 1,610




2005 2006 2007 2008 2009
Highlands 3,564 4,039 4,597 6,576 7,294
Kon Tum 324 369 490 586 738
Gia Lai 804 839 799 1,725 1,796
Dak Lak 1,069 1,227 1,516 2,075 2,368
Dak Nong 22y 318 360 429 520
Lam Dong 1,139 1,286 1,432 1,761 1,872
South eastern region 39,601 47,130 57,022 73,877 97,253
Binh Phuoc 520D 641 821 1,060 1,179
Tay Ninh 86( 1,037 1,207 1,596 1,795
Binh Duong 2,918 3,596 4,382 5,320 6,384
Dong Nai 2,820 3,537 4,091 6,104 7,080
Ba Ria — Vung Tau 1,191 1,464 1,452 1,403 2,793
Ho Chi Minh City 31,297 36,855 45,069 58,394 78,022
Mekong Delta 14,258 15,325 17,652 21,425 23,220
Long An 1,26( 1,618 1,988 2,460 2,781
Tien Giang 1,628 1,733 2,001 2,235 2,326
Ben Tre 1,044 1,019 1,214 1,515 1,542
Tra Vinh 509 599 647 673 761
Vinh Long 916 945 1,056 1,285 1,256
Dong Thap 99D 1,005 1,097 1,446 1,583
An Giang 1,25% 1,254 1,402 1,796 1,768
Kien Giang 1,981 2,155 2,472 2,831 3,021
Can Tho 1,662 1,900 2,078 3,125 3,437
Hau Giang 391 422 469 599 710
Soc Trang 850 774 1,025 808 1,241
Bac Lieu 621 661 701 776 802
Ca Mau 1,151 1,240 1,502 1,876 1,992

Source: General Statistics Office, Statistical Year Bool @0Statistical Publishing House,
Ha Noi, 2011. Calculated by Economica Viet Nam.



2.1.3. EMPLOYMENT IN BUSINESS SECTOR

40.  During 2000-2009, the number of jobs created itest®ctor and non-state sector
witnessed significant changes. In 2000, there wa8&531 laborers working in the state
sector, accounted for 59% of total employment i@ llusiness sector while the number in
non-state sector are 1,040,902, accounting for929¥he remaining 11.5% of the workforce
were employed by foreign invested enterprises. [Tatgloyment in the business sector in
2009 increased to 8,927,900 laborers, of which dnl§41,800, accounted for 19.50%,
worked in State-owned sector; 59% with 5,266,50@legments and 21.50% with 1,919,600
employments were created by non-state sector ar@jfeinvested sector, respectively.

Table 17: SME sector is the largest employer

Laborers by sector % of laborers by industry
Foreign- State- Foreign-
State-owned| Non-state invested owned Non-state invested
Year Total sector sector sector sector sector sector
2000 3,536.998 2,088,531 1,040,902 407,565 59.00% 29.40% 11.50%
2001 3,933,226 2,114,324 1,329,615 489,287 53.80% 33.80% 12.40%
2002 4,657,803 2,259,858 1,706,857 691,088 48.50% 36.560% 14.80%
2003 5,175,092 2,264,942 2,049,891 860,259 43.80% 39.60% 16.60%
2004 5,770,671 2,250,372 2,475,448 1,044,851 39.00% 0420  18.10%
2005 6,237,396 2,037,660 2,979,120 1,220,616 32.710% 0498  19.60%
2006 6,715,166 1,899,937 3,369,855 1,445,374 28.30% 0802 21.50%
2007 7,382,160 1,763,11y 3,933,182 1,685,861 23.90% 0533 22.80%
2008 8,154,850 1,634,500 4,690,857 1,829,493 20.00% 0595 22.40%
2009 8,927,900 1,741,800 5,266,500 1,919,600 19.50% 0590 21.50%
2010 6,601,161

Source: General Statistics Organisation (GSO), Viet Nanterprises in the first nine years
of the 2% century, Statistic Publishing House, Ha Noi, 2038atistics Yearbook 2009 and
2010. Conducted by Economica Viet Nam.

41. Private SME sector, along with foreign-investedieedas been creating a network
of social insurance for unemployed laborers of e&statned sector and public sector,
especially in the transition from planned economitp imarket-oriented one. During 2000-
2010, about 5.6 million of new jobs have been eedty foreign-invested sector while the
State-owned sector made a 300,000 labor cut. ObNMP8ME plays a vital role in sustaining
low level of unemployment in Viet Nam in the pastdde*?




42.  Private SME sector play an important role in impngvlaborer's income. The
average income of private SME’ laborers saw a fadrincrease whereas a rise of 1.8 times
is recorded in foreign-invested enterprises. A2@®9, the average salary in private SME
stood at VND 33 million per year and in foreign-@sted enterprises was VND 34 million
per year. In 2000, average salary in private SMé& fareign invested enterprises were VND
8 million/ year and VND 20 million/year, respectiyeDue to the narrowed income gap, the
attraction of private SME in terms of employmens leeen improved against State-owned
sector. SME have contributed to job creation adiime improvement in the past 10 yéar

43. As of December 31, 2009, female laborers made upt®86 the employment in
business sector. The proportion is highest in fprénvested sector at 67.37%, followed by
36.03% of non-state sector and 32.22% of State-dveeetor. Within non-state sector, the
proportion of female laborers in private sector \82%68%, in joint partnership enterprises
was 45.01%, in Limited liability companies was 38 in joint stock companies having
State capital was 39.79%, and in joint stock corggawithout State’s capital was 36.86%.

Table 18: Female laborers in enterprises by sectoas of December 31

2005 2006 2007 2008 2009
Total 2681432] 2038588 3249851 3524523 9998
1. State-owned sector 731,253 655,329 594,915 561,788 559,226
Central level 262520 429543 398009  388.049  &m|7
Local level 268.724 225.796 196.816 173,139 150471

2. Non-state sector 1,145,776 1,308.62

1A

1,516,259 1,726,373 1,897{480

Collectives 48,398 44,845 44,238 73,346 60,725
Private 166,302 170,948 176,579 187,783 186,801

Joint partnershig 203 181 264 399 370
Private Limited Liability 643,698 702,644 771,337 835,6R7 935,806

Joint Stock Co. having state capital

o

113,134 150,308 178,36 202,5[76 191,849

Joint Stock Co. without state capita 174,041| 239,696 345481 426,642 521,929

3. Foreign invested sector 804403 974637 1,138,677 1236362  1.293292

[=)

100% foreign capita 718,36 880,829 1,033,865 2,113 1,190,804

Joint venture 86,042 93,808 104,8[12 104,249 102|487

“ UNDP and CIEM. “Quick evaluation of SME’s quality the private sector in Viet Nam”, Economica Viet
Nam (2010) (more details at www.economica.vn).



2005 2006 2007 2008 2009
Proportion (%)
Total 100 100 100 10( 100
1. State-owned sector 27.27 22.3 18.31 15.94 14.91
Central level 17.25 14.62 12.25 11.01 10.9
Local level 10.02 7.68 6.0p6 493 4.01
2. Non-state sector 42.73 44.54 46.6% 48.98 50/6
Collectives 1.8 1.53 1.36 2.08 1.6p
Private 6.2 5.82 5.43 5.33 4.98
Joint partnershig 0.01 0.01 0.01 0.01 0j01
Private Limited Liability 24.01 23.91 23.73 23.71 24.95
Joint Stock Co. having state capital 4.27 511 5 44 5 76 5 1b
Joint Stock Co. without state capital 6.49 816 10,63 121 13.92
3. Foreign invested sector 30 33.16 35.04 35.08 34.49
100% foreign capita 26.79 29.97 31.81 32{12 31.76
Joint venture, 3.21 3.1P 3.23 2.96 2(73
Source: General Statistics Office
44. In term of structure, non-state enterprises, with majority is SME, provide the

largest amount of jobs for female laborers of 5Q0.6%reign-invested enterprises provide
34.49% employments for total female laborers inifess sector while the figure of State-

owned enterprises is 14.91%.

45.  During 2007-2009, the average number of employee®pterprise saw a downward
trend, the average number of employees per engerpri2009 was 36 (declining from 40 in
2008 and 47 in 200. The average number of employe&sate-owned sector is highest at
516 this year, 518 in 2008 and 505 in 2007. Mealeyhn foreign-invested sector, the
average number of employees per enterprise is B92009, declining marginally in
comparison with 2009 and 2007. Non-state sectoth@sowest average number of laborers
per enterprise, only 22 in 2009 (declining from 842008 and 27 in 2007). Within this
sector, the average number of laborers per enserof joint stock companies having state
capital is quite high, at 277 in comparison witle ffrevious year. The average number of
laborers per enterprise in private enterprises jamd partnership enterprises is genuinely
low, only at 12 laborers in 2009.

Table 19: The average number of laborer in enterpge, by sector and economic sector



2007 2008 2009
Total 47 40 36
1. State-owned sector 505 518 516
Central level 756 78( 743
Local level 261 255 253
2. Non-state sector 27 24 22
Collectives 22 20 21
Private 13 12 12
Joint partnership 12 1p 12
Private Limited Liability 25 22 19
Joint Stock Co. having state capital 272 276 P77
Joint Stock Co. without state capital 13 36 33
3. Foreign invested sector 340 395 293
100% foreign capita 363 348 312
Joint venture 241 222 202

Source:

46.

The average laborers per enterprise saw huge gapgaetonomic sectors in 2009.

That figure is high in some sectors such as Proggssanufacturing (94), Finance, banking
and insurance (94), Mining (80), Water supply argpaisal treatment and management (73),
Electricity, gas and water generation and distrdsu{57). Those sectors with low average
employee are other service activities (11), Whaéssand retails; Automobile, motorbike,
vehicle repair (12), Scientific and technologicetivties (13), Education and training (16).

Table 20: The average number of laborers per entergse by economic sector

2007 2008 2009

Agriculture, Forestry and Aquaculture 104 A4 43
Mining 110 93 80
Processing 125 105 94
Electricity, gas, hot water, steam and air cond#io

distribution 35 45 57
Water supply and waste treatment 98 82 73
Construction 51 43 39




2007 2008 2009

Wholesales and retails; vehicle repair 13 12 12
Transportation and storage 42 48 43
Hospitality 23 22 20
Information and communication 2 37 11
Finance, banking and insurance 77 87 92
Real estate 17 15 16
Science and technology 16 14 13
Consultancy services 33 30 25
Education and Training 18 17 16
Healthcare and community services 30 29 29
Entertainment 52 40 36
Other services 13 13 11
Housework services, private household employment 7 38 45

Source: General Statistics Office

47.  Labor structure in economic sector have changeetspecific, the number of laborers
is declining in agricultural sector and rising mdustry and services sector. The employment
in agriculture has slowed down from 2007 to 2009..24% in 2009/2008 (declining from
1.55% in 2008/2007) and especially at -2.88% in022Q09. Processing, manufacturing field
saw a stable growth from 2007 to 2010 with the @yplent growth of 5.89% in 2009/2008,
7.50% in 2009/2008 and 8.53% in 2010/2009. Constmikept the pace in employment
growth with 4.07% in 2008/2007, 5.09% in 2009/2@0®1 19.81% in 2010/2009. Notably,
the employment in real estate business has draatigtincreased with 26.6% in 2009/2008
and 55.37% in 2010/2009. Other industries witnggsirhigh growth in employment (above
10%) during 2007-1020 are information and commuiocafinance, banking and insurance.
The number of laborers in some industries have ifsgntly reduced such as in
transportation and storage (-0.51% in 2009/2008-ar&5% in 2010/2009) and scientific and
technological activities (-0.46% in 2010/2009).

Table 21: Laborers aged above 15 by industry, as duly 1

Unit: million of laborers

Estimation-
2005 2007 2008 2009 | 2010
TOTAL 42774.7 45208 46460.8 47743.6 4904

8.5




Estimation-
2005 2007 2008 2009 | 2010
Agriculture, F t dA It
gricuiure, Forestry and Aquacuitire 23563.2| 239315 24303/4  24605.9 23896.3
Mining 256.5 298.8 291.4 2915 275.6
Processing 5031.2 5665 5998.8 6449 6998.8
Electricity, gas, hot water, steam and air
conditioner distribution
135.4 121.3 132.7 1316 130.2
Water supply and waste treatment
121 108.2 94.2 95.4 117)4
Construction 1979.9 2371)9 2468.4 2594.1 3108
Wholesales and retails; vehicle repair
4593.1 4929.5 5100.4 5150(7 5549.7
Transportation and storage 1290.4 1341.6 1483.3 2614 1416.7
Hospitality 8245 10964  1307.4 15736 1711
Information and communication 151 4 1805 204.8 298 25704
Fi , banki di
nance, banking and insurance 185.9|  191.6 2043 2303 2545
Real estate 19 53.9 51.5 65.2 1018
Science and technology 157.5| 1583 1831 2185 2175
Consultancy services 110.5| 1477 1581 1718 1855
Activities of the Socialist Party and other
political- social organizations: Government
management, security; social guarantee 1679.9 2665. 1650.6 1596.9 1599.p
Education and training 1258 15135 149p.7 1583.9 73¥%5
Healthcare and community services 349.9 384.6 365.6 36417 437
Entertainment 821| 1297 1804 2108 232/4
Other services 781.8 737(9 673.8 569 687.3




Estimation-
2005 2007 2008 2009 | 2010

Housework services, private household
employment 189.8 175.6 163.4 1833 196.7

International agencies and organizations 4.7 4.5 5]2. 3.2 2.5

Source: GSO, Statistic Yearbook 2010, Statistidihibg house, Ha Noi 2011

48. The statistics reported by GSO showed that noe-stattor, with the majority of
SME, is the source creating jobs for citizens. 01@ employment for 86.1% people aged
above 15 is provided by non-state sector. The Stated sector accounts for 10.4% of the
total employments while 3.5% is provided by foreigvested enterprises.

Table 22: Laborers aged above 15 by economic sectas of July 1

Unit: million of people

Sector
State-owned
Total sector Non-state sector Foreign-invested sector
2000| 37,075.3 4,358.2 32,358.6 358.5
2001, 38,180.1 4,474.4 33,356.6 349.1
2002| 39,275.9 4,633.5 34,216.5 425.9
2003| 40,403.9 4,919.1 34,731.5 753.3
2004| 41,578.8 5,031 35,633 914.8
2005| 42,774.9 4,967.4 36,694.7 1,112.8
2006| 43,980.3 4,916 37,742.3 1,322
2007 45,208 4,988.4 38,657.4 1,562.2
2008| 46,460.8 5,059.3 39,707.1 1,694.4
2009, 47,743.6 5,040.6 41,178.4 1,524.6
Estimation-
2010 49,048.5 5,107.4 42,214.6 1,726.5




Proportion (%)

2000 100 11.7 87.3 1
2001 100 11.7 87.4 0.9
2002 100 11.8 87.1 11
2003 100 12.1 86 1.9
2004 100 12.1 85.7 2.2
2005 100 11.6 85.8 2.6
2006 100 11.2 85.8 3
2007 100 11 85.5 3.5
2008 100 10.9 85.5 3.6
2009 100 10.6 86.2 3.2

Estimation-

2010 100 10.4 86.1 3.5

Source: General Statistics Office, Statistics Yeakhb2010, Statistics Publishing House, Ha
Noi, 2011

49. At the end of 2009, among active enterprises, priggs having 5-9 laborers
accounted for the highest proportion at 37.31%. 3émond position belonged to enterprises
having 10-49 laborers of 22.04%. Enterprises va#islthan 5 laborers followed with 31.30%.
The proportion of enterprises having 200-299, 309;400-999, 1000-4999 and above 5,000
only made up a very small proportion.

50. At the end of 2009, most of the enterprises in state sector, in which SME were
dominant, employed less than 50 people. To spetié/proportion of enterprises having 5-9
laborers took the highest proportion of 38.64%ldveéd with 31.52% at the second position
were enterprises having 10 — 49 laborers. Ent&apngth less than 5 laborers accounted for
22.76%. The proportion of enterprises having mbaat30 laborers was relatively lower than
that in SOEs sector and foreign invested sector.

Table 23. Number of enterprises by labor size as @fecember 31, 2009

Number of enterprises Proportion (%)
Labor size Total Foreign- Foreign-
SOE Non stg e invested SOE Non st'a e invested
enterprises . enterprises :
enterprises enterprises

Less than 5 laborers 54,839 15 54,371 453 0.45% 22.76% 6.92%
5-9 laborers 92,852 38 92,314 501 1.13% 38.64% 7.66%
10-49 laborers 77,891 623 75,304 1964 18.52% 31.52% 30.00%




50-199 laborers 16,638 1,229 13,475 1934 36.53% 5.64% 29.54%
200-299 laborers 2,331 387 1,509 435 11.50% 0.63% 6.65%
300-499 laborers 1,845 416 986 443 12.37% 0.41% 6.77%
500-999 laborers 1,397 327 639 431 9.72% 0.27% 6.58%
1000-4999 laborers 956 294 318 344 8.74% 0.13M% 5.26%
5000 and above

laborers 96 35 17 41 1.04% 0.01% 0.63%
Total enterprises 248,842 3,364 238,93 6546 100.00% 100.00% 100.p0%

Source: GSO Statistic Year Book 2010, StatistidiBhibg House, Ha Noi 2011

2.1.4. BUSINESS LINES

51. It is a common fact in Viet Nam that enteps typically register many

business activities, even if they really focus ost ja small number of these activities. It is
therefore difficult to have a reliable stdtial data on the business activities of SME.
It is estimated that 40% of enterprises emgpgin trading, 21% in processing,

manufacturing, and 14% in construction (sedlda4). There was no significant change
in the distribution of enterprises by industry e 2000-2007 period (see Table 24).

52.  According to GSO, in total of 248,842 active entegs as of December 31, 2009,
97.42% were SME by their labor size. Classifiedld@lyor scale and industry, enterprises
engaging in wholesales and retails; vehicle repadk the largest proportion in micro

enterprises (47.56%) followed by medium-sized qmises (28.02%), small enterprises
(23.11%), and large enterprises (15.29%). Thesermiges also accounted for the largest
proportion in the total amount of enterprises mnatime (39%). Processing and

manufacturing industries stood at the first platdarge enterprises (41.07%), followed by
small enterprises (27.12%), medium-sized enterprigz3.01%) and micro enterprises
(12.28%). At the end of 2009, the number of entegsr working in this industry ranked

second in the total amount of enterprises natioawithe number of enterprises working in
Agriculture, forestry and aquaculture was quite sgidonly made up for 3.52% in the total
enterprises nationwide, 2.2% in total number of rmienterprises, 6.63% in total small

enterprises, 0.94% in total medium-sized enterprésal 2.18% in total large enterprises.

Table 24: Proportion of enterprises, by labor size and bymmailustry in 2009

Total By labor size
Micro Small Medium-sized Large
enterprises enterprises enterprises enterprises
1=2+3+4+5 2 3 4 g
Total 248,842 162,785| 74,658 (30%)| 5,010 (2.01% 6,38P
(100%) (65.42%)
(2.57%)

Agriculture, 3.52% 2.22% 6.639 0.94% 2.18P%6
Forestry and




Total By labor size
Micro Small Medium-sized Large
enterprises enterprises enterprises enterprises
Aquaculture
Mining 1.01% 0.67% 1.77% 0.88% 0.95%%
Processing 17.69% 12.28% 27.12% 23.01% 41.07%
Electricity, gas, hot 0.86% 0.91% 0.88% 0.00% 0.05p6
water, steam and a
conditioner
distribution
Water supply and 0.35% 0.29% 0.43% 0.76% 0.94P6
waste treatment
Construction 14.29% 11.53% 21.01% 9.64% 9.717%
Wholesales and 39.00% 47.56% 23.11% 28.02% 15.29%
retails; vehicle
repair
Transportation and 4.05% 2.75% 5.85% 11.78% 10.16%
storage
Hospitality 3.58% 3.699 3.11% 5.83% 4.32%
Information and 1.82% 2.19% 1.009 2.18% 1.83p6
communication
Finance, banking 0.86% 0.88% 0.699 1.32% 1.80p6
and insurance
Real estate 1.70% 2.03% 0.93% 2.58% 1.55%
Science and 6.91% 8.00% 4.899 6.15% 3.24M%
technology
Consultancy 2.48% 2.90% 1.309 4.13% 4.35p0
services
Education and 0.72% 0.82% 0.50% 0.74% 0.69P6
Training
Healthcare and 0.27% 0.22% 0.29% 0.80% 0.72P6
community services
Entertainment 0.33% 0.34% 0.21%% 1.02% 0.86%
Other services 0.57% 0.71% 0.30% 0.28% 0.22%




Total By labor size
Micro Small Medium-sized Large
enterprises enterprises enterprises enterprises
Housework 0.004% 0.006% 0.001% 0.000%6 0.016%
services, private
household
employment
Total 100% 100% 100% 100% 100p6

Source: General Statistics Office

53. Among the mentioned business lines, industriesngahigh growth rate varied by

enterprise scale in 2009/2008. Within micro entsgisector, the industries attaining the
highest growth rate were construction (38.75%)cessing, manufacturing (33.65%), Water
treatment (28.02%), Wholesales and retails; Vehgbair (23.45%), Transportation, storage
(47.38%), Hospitality (34.12%), Information and coomication (42.09%), Real estate
business activities (30.18%), Scientific and tedbgical activities (34.16%), Education and
training (39.46%), and Healthcare and communityvises (48.98%), Entertainment

(34.30%). Within small enterprises sector, the agjhgrowth rate was witnessed in water
supply; water treatment (22.78%), transportationl a&torage (23.37%), healthcare and
community services (25.29%). Within medium entesgsi construction (28.46%), mining
(18.92%), information and communication (26.74%alrestate (36.56%) and Healthcare
and community services (53.85%) were those of lsghowth rates.

Table 25: Enterprise growth rate by industry in 20®/2008

By industry
Medium-
Micro Small sized Large
Total enterprises enterprises | enterprises enterprises
1=2+3+4+5 2 3 4 &
Total
20.95% 27.99% 9.68% 11.21% 6.95%
Agriculture, Forestry and
Aguaculture 2.729 7.81% -0.24% -21.67% -3.47%
Mining 11.70% 14.309 10.18% 18.92% -3.17%
5 -
rocessing 16.92% 33.65% 6.22% 3.97% 4.210%
Electricity, gas, hot
water, steam and air
conditioner distribution -38.19% -42.74% -23.95% DI¥/0! -75.00%




By industry
Medium-
Micro Small sized Large
Total enterprises enterprises | enterprises enterprises
Water supply and waste
treatment
23.36% 28.02% 22.78% 8.57% 5.26%
Construction 25.87% 38.75% 14.22% 28.46% 1.30%
Wholesales and retails;
vehicle repair
20.64% 23.45% 10.84% 10.90%% 7.96%
Transportation and
storage 30.16% 47.38% 23.27% 2.97% 9.44%
Hospitality
25.62% 34.12% 11.11% 15.42% 5.78%
Information and
communication 32.34% 42.09% 1.50% 26.74% 18.18%
Finance, banking and
insurance
2.95% -0.49% 12.69% 0.00% 9.52%
Real estate
26.51% 30.18% 9.76% 36.56% 32.00%
Science and technology
28.50% 34.16% 13.46% 13.24% 15.00%
Consultancy services
60.81% 80.56% 13.73% 35.29% 26.36%
Educati d Traini
Heation and raining 30.51% 39.46% 7.85% 5.71% 33.33%
Healthcare and
community services 40.38% 48.98% 25.29% 53.85% 75498
Entertai t
nierainmen 20.94% 34.30% -3.66% 3.77% 17.02%
Oth i
er services 37.84% 50.32% -1.30% 16.67% 7.69%
Housework services,
private household
employment -8.339 0.00% -50.000% #DIV/O! 0.00%
Total




Source: Calculation based on General Statistics OffiBasiness results of Viet Nam
Enterprises in 2007, 2008 and 2009 by Viethamesw®lard industrial classification —VSIC
2007, Volume 2, Statistics Publishing House, Ha R@11.

54. Viet Nam SME achieved impressive growth rate dur2@®7-2009 despite being
affected by the global economic downturn and domestacro-economic turbulence. The
growth rate in the number of micro enterprises Bat2% in 2008/2007 and 27.99% in
2009/2008. Small enterprises achieved a high graath of 34.06% in 2008/2007 then
decreased to 9.68% in 2009. Medium enterprises taiaed its growth rate of 10.74% in
2008/2007 and of 11.21% in 2009/2008. Large ents=prwitnessed smaller growth with
6.58% in 2008/2007 and 6.95% in 2009/2008.

Table 26 Growth rate of enterprises in term of number by lalor size

Labor size
Small Medium-sized
Total Micro enterprises enterprises enterprises | Large enterprises
2008/2007 32.07% 33.42% 34.06% 10.74% 6.58%
2009/2008 20.95% 27.99% 9.68% 11.21% 6.95%

Source: General Statistics Office, Business resultsief Mam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classiion —VSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

55. By capital scale, industries having the biggest beinof active SME were wholesales
and retails; Vehicle repair as of December 31, 2008uding 37.92% of small enterprises,
50.01% of medium-sized enterprises and 23.52% ujelaenterprises). Processing and
manufacturing industry ranked second, at 17.55%nadll enterprises, 15.82% of medium-
sized enterprises and 26.86% of large enterpriSeastruction stood at the third place in
total enterprises, with 14.9% of small enterprisEs62% of medium-sized enterprises and
10.86% of large enterprises.

Table 27: Number of small, medium-sized, large entprises by capital scale and by
main industry, as of December 31, 2009

By capital size
Medium-
Small sized Large

Total enterprises | enterprises | enterprises
Total 10,038

248,842 204,690 34,114

(100%) (82.26%) (13.71%) (4.03%)
Agriculture, Forestry and Aquaculture 3.52% 4.06% 0.83% 1.46%
Mining 1.01% 1.02% 1.00% 0.88%
Processing 17.69% 17.55P% 15.82% 26.86%
Electricity, gas, hot water, steam and ajr 0.86% 02% 0.07% 0.309




By capital size
Medium-
Small sized Large
Total enterprises | enterprises | enterprises
conditioner distribution
Water supply and waste treatment 0.3b% 0.34% 0.B4% 0.65%
Construction 14.29% 14.90% 11.62% 10.86%
Wholesales and retails; vehicle repair 39.00% 3.9 50.01% 23.529
Transportation and storage 4.09% 3.9B% 4.10% 5.84%
Hospitality 3.58% 3.869 2.30% 2.04%
Information and communication 1.82% 2.02% 0.84% .15%
Finance, banking and insurance 0.86% 0.51% 2.14% 4698
Real estate 1.70% 0.65% 3.71% 16.26%
Science and technology 6.91% 7.52% 4.82% 1.63%
Consultancy services 2.48M0 2.55% 1.5/ % 4.08%
Education and Training 0.72% 0.81% 0.28% 0.26%
Healthcare and community services 0.2/% 0.28% 890.1 0.38%
Entertainment 0.33% 0.31% 0.32% 0.81%
Other services 0.57% 0.68% 0.06% 0.0Y%
Housework services, private household 0.004% 0.005% 0.000% 0.000p%
employment
Total

GSO, General Statistics Office, Business resultdetfNam Enterprises in 2007, 2008 and
2009 by Vietnamese standard industrial classifaatiVSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

2.1.5. PRODUCTIVITY OF VIETNAMESE ENTERPRISES

56. In the period 2007-2009, though the absolute nurob&ME generating profits was

increased but its proportion in the total numberenterprises decreased from 68.48% in
2007, 70.6% in 2008 to 62.91% in 2009. Of all gmises generating profits, SME accounted
for 94.81% in 2007, 96.19% in 2008, and 96.07% 002 However, the total earnings of
SME was relatively low compared to that numberiaf total enterprises, about 21.88% in
2007, 23.2% in 2008, and 29.93% in 2009. The aweesgnings per SME increased from
VND 2.27 billion in 2007 to VDN 2.48 billion in 2@ The average earning per SME



compared to that of all enterprises generatingitsrefas also low, about 23.07% in 2007,

24.12% in 2008, and 31.17% in 2009.

57.  The proportion of SME reporting losses decreasenh f28.47% in 2007, 25.73% in
2008 to 25.15% in 2009. Of all the enterprisesesuffy losses, SME accounted for 93.87%
in 2007 and 2008, 94.23% in 2009. The total losSME compared with business sector was
31.12% in 2007, 53.24% in 2008, and 55.71% in 200& average loss per SME suffering
losses was VND 145 million in 2007, rapidly went tgpVND 702 million in 2008, then
slowed down at VND 633 million in 2009. The averdggs per enterprise in SME sector was
relatively high, at 33.11% in 2007, 56.75% in 20@&8d 59.10% in 2009, compared with

enterprises suffering losses over years.

Table 28: Number of enterprises reporting profits/bsses in 2007, 2008, and 2009

Unit: VND million

2007 2008 2009
Total number enterprises reporting profits 106,416 144,425 156,457
SME reporting profits 100,888 138,920 150,303
Total profits of enterprises 242,163.6 310,758.2 9,886.9
Total profits of SME 52,978.2 72,1034 116,448.7
Average profit/enterprise (VND million) 2,276 2,152 2,486
Average profit/SME (VND million) 525 519 776
Total enterprises reporting losses 44,687 53,944 7763
Total SME reporting losses 41,946 50,638 60,101
Total loss of enterprises -19,572.5 -66,7120 -68,319
Total loss of SME -6,091.8 -35,524\6 -38,062.9
Average loss/enterprise (VND million) -438 -1,287 1,071
Average loss/SME (VND million) -14% -70pR -633

Source: General Statistics Office, Business results ot Wiam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classiibon —VSIC 2007, Volume 2, Statistics

Publishing House, Ha Noi, 2011.

58. From 2007 to 2009, net revenues of SME increasadogh In 2009, the total net
revenues of SME reached VND 3.351.404 billion, actimg for 56.27% of total net revenue
in business sector, higher than that in 2008 (38)1and 2007 (47.1%). In 2009, the profit
before tax of SME was VND 78.385,8 billion, accangtfor 24.44% of the total profit

before tax of business sector, higher than thel4@9% in 2008 and 19.65% in 2007.



Table 29: Revenue and profit of SME in the 2007-2@®0period

Unit: VND billion

2007 2008 2009
Net revenue of business sector 3,566,611 5,593,946 5,956,245
Net revenue of SME 1,679,861 2,974,326 3,351,404
Net revenue from business 34,59,803 5,384,268 5,185
Net operating revenue of SME 1,635,266 2,869,669 ,2723300
Earnings before tax 238,591.1 244,033)2 320,697.9
Earnings before tax of SME 46,886.8 36,57B.8 78885

Source: General Statistics Office, Business results ot Wiam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classiibn —VSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

59.  The profit ratio of SME also reflected the commaifficulty in economy. In 2007, the
return on equity was 2.57%, declining to 1.34%00&. In 2009, this ratio slightly improved,
up to 1.87%. The return on equity of SME was re&i low, of 2.79% in 2007, 1.23% in
2008, and 2.34% in 2009. The profit ratio of SMEsveansiderably low, compared with the
business sector.

Table 30: Profit ratio of SME from 2007 to 2009

2007 2008 2009
Return on equity of the whole
business sector 4.94 3.61 3.64
Return on equity of SME 2.5[7 1.34 1.87
Return on revenue of the
whole business sector 6.69 4.36 538
Return on revenue of SME 2.79 1.p3 2134

Source: General Statistics Office, Business results ot Wiam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classiion —VSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

The contribution of SME to State budget

60. From 2007 to 2009, SME sector made a significamtrdmution in taxes and other
payables to the State Budget. In 2007, taxes amel glayables to the State Budget of SME
amounted to VND 58.403 billion. This number wasrphaincreased to VND 90,507.8
billion in 2008 and VND 111,181.4 billion in 2008he proportion of total taxes and other
payables to the State Budget of the SME businedersgradually increased from 26.57% in
2007 to 27% in 2008 and 30.9% in 2009. Growth oditiaxes and other payables to the State
Budget of SME increased by 54.97% in 2008/2007 2&84% in 2009/2008, higher than
that of the whole business sector (52.51% in 20@&7/2and 7.41% in 2009/2008).




Table 31: Taxes and other payables to the state bgdt during 2007-2009

UMD billion
2007 2008 2009
Taxes and other payables to the
State Budget by the whole busingss
sector 219,803.7 335,226/(2 360,074.4
Taxes and other payables to the
State Budget by the SME 58,403 90,501.8 111,181.4

Source: General Statistics Office, Business results ot Wiam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classiibn —VSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

61. The proportion of tax payables over total revenaesSME were relatively low,
standing at about 3.48% in 2007, 3.04% and 3.32%08 and 2009, respectively. That
proportion of the whole business sector from 2a)2Q09 was 6.16%, 5.99%, and 6.05%,
respectively.

Table 32: Contributions to State budget of SME inte 2007-2009 period
2007 2008 2009

Taxes and other payables |to
the State Budget of the whole

business sector 6.16 5.99 6.05
Taxes and other payables |to
the State Budget of the SME 3.48 3.04 3.32

Source: General Statistics Office, Business results ot Wiam Enterprises in 2007, 2008
and 2009 by Vietnamese standard industrial classiibon —VSIC 2007, Volume 2, Statistics
Publishing House, Ha Noi, 2011.

Responsibilities of SME to workers

62. The SME sector made a great progress in perforntimgr responsibilities
to employees. In 2007, the proportion of SME paysugial insurance over all enterprises
in this sector only accounted for 46.71%. Encourglyi in 2008, this proportion went up
to 57.8% and reached 61.06% in 2009. The rate df §Mying insurance was close to
the rate of the enterprises paying social insurahealth insurance and trade union fees for
employees across Viet Nam.

Table 33: The number of enterprises participatingm Sl, HI and trade unions

2007 2008 2009

The number of enterprises participated in Sl, Hil arade
union of the whole business sector 76,590| 122,054| 155,061

The proportion of participated enterprises (%) 49.17| 59.33] 62.31




The number of SME patrticipated in SlI, HI and tradéeon 68,810 113,736| 145,895

The proportion of participated SME (%) 46.71 57.8| 61.06

Total salary and income of the whole business s€otdD
billion) 166,057| 238,653| 288,406

Total salary and income of SME (VND billion) 59,2)995,980| 130,365

Total fund of SI, HI and trade union fees of theokeh
business sector (VND billion) 12,737| 18,274| 23,610

The proportion of S, HI payables and trade unieasfover
total salary fund of the whole business sector 7.67 7.66 8.19

Total fund of social insurance, health insurancd &nade
union fees of SME (VND hillion) 3,601 5,813| 8,935

The proportion of SlI, HI payables and trade unieasfover
total salary fund of SME 6.07 6.06 6.85

Source: GSO data, Production and Business resfifSatnamese enterprises in 2007, 2008,
and 2009 in economy sector VSIC 2007, Volume 2isttal Publishing House, Ha Noi,
2011.

63. The total fund of SI, HI and trade union signifidgrincreased over the period 2007-
2009. In 2007, the total amount was VND 3.601 dmlli In 2008, the amount increased by
61.43% to VND 5.813 billion. In 2009, this numbdrSME was up to VND 8.935 hillion,
53.7% higher than that in 2008. The proportion bft8 payables and union fund of SME
compared to that of the whole business sector asee from 28.27% in 2007 to 31.81% in
2008 and 37.84% in 2009.

Labor productivity

64. Enhancing the productivity of enterprises and @& whole nation is a key factor to
achieve sustainable development and prosperityoriLgivoductivity is calculated by the
operation efficiency to workmanship. As it can leersin the GSO data, in 2010, Vietnamese
labor productivity was VND 40.4 million. Labor mtoctivity of the whole national economy
in the period 2001-2009 kept increasing graduélm VND 7.6 million in 2001 to VND
10.8 millionin 2009 and VND 11.3 million in 2010fixed price at 1994). However, the
growing rate of labor productivity remained slowgtaverage rate of the period 2001-2010
was only 4.46% per year. In 2008 and 2009, underirtipact of the global economic crisis,
the growth rate of labor productivity was only 21kand 2.89%, respectively. In 2010, the
growth rate of labor productivity of Viet Nam hasdually recovered, up to 3.73%.



Figure 1: Labor productivity and growth rate in Viet Nam in the 2001-2010 period
(fixed price at 1994)
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Source: General Statistics Office and calculatioh&conimica Viet Nam

65. The net revenue per employee of the SME sectonenperiod 2007-2009 was still
low, compared with the average rate. In 2007, tate was VND 457 million/ employee,;
lower than the rate VND 483 million/ employee oé twhole business sector and the rate of
state-owned enterprise sector (VND 640 million penployee) and foreign investment
enterprise sector (VND 450million per employee)2008, the rate increased considerably to
VND 634 million per employee yet still lower thalnet average level of the business sector
(VND 678 million per employee) and state-owned grise sector (VND 943million per
employee), but higher than the foreign-investecemgmise sector (VND 543 million per
employee). In 2009, the average revenue per employehe SME sector maintained its
increasing yet low growth rate of VND 636 millioempemployee, while the average level of
the whole sector decreased to VND 668 million pepleyee.

Table 34: The average revenue per employee of busss sector in period 2007-2009
Unit: VND million

2007 2008 2009
The whole business sector 483 678 668
State — owned enterprise sector 640 943 865
Non-state enterprise sector 427 634 636
Foreign-invested enterprise sector 450 543 575

Source: General Statistics Office

Social communication and labour relations in entergses




66. Due to the limited capacity and representative oblthe trade union, communication
and negotiations was ineffective, especially inghacess of developing collective bargaining
agreements. The number of enterprises having grseanent was limited. According to the
Viet Nam General Confederation of Labor, only 25%malb non-state enterprises, 40% of
foreign-invested enterprises, and 95% state-owmeer@rises had the collective bargaining
agreements.

67. According to the Viet Nam General Confederation Lafbor, trade unions of
enterprises are generally weak. In the SME seotdy, 10% of private enterprises have their
own trade unions; many of the trade union aregustbolic, even become “lengthened hand”
of employers. Therefore, when dispute happens, everiwere unprotected, leading to their
only solution that is going on strike

68.  According to the Ministry of Labor, Invalids and &al Affairs, from 1995 to July 30,
2009, there have been 2.743 strikes across Viet. INast of strikes occurred in foreign-
invested (2.023 cases, accounting for 73.8%). Thexere 631 cases in the private
enterprise sector, accounting for 23%; 89 casetheirstate-owned enterprises, accounting
for 3.2%.

Figure 2: Strikes from 1995 to 30/7/2009 (types @nterprises)
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Source: General data of the Department of Laborag@jin 2009

69. The number of strikes tends to increase over y&ark995, there were only 60 cases
across Viet Nam, in 2008, this number rose up t0 @&ses, 12 times higher. While the
number of strikes in state-owned enterprises temdekkcrease (15 cases in 2000, 8 cases in
2005, 4 cases in 2006, a case in 2007 and from 20@8sent, no case was reported), the
mass strikes in foreign-invested enterprises terdeike. In 1995, the number of strikes in
FDI enterprises was 28 cases, in 2008, this numime up to 584 ones. The number of
strikes in enterprises of the private sector in519&s 21 cases, and then went up to 136
cases in 2008,

“«“|_abor and Social Trends in Viet Nam 2009/10” Repbfinistry of Labors, Invalids and Social Affairs,
International Labor Organization (ILO).

* Nguyen Van DuStrikes in Viet Nam Enterprises, current situatmm solutionsl.abor and Social Science —
Volume 20/% Quarter, 2009



70. Most of the strikes took place in the Southeastt \Wam, the leang economic
developing regionWith the fast pace of development and in great aehad a large labc
force, this region attracted laborers migratingrfroorthern and central regio From 1995
up to now, there have been 2.103 strikes takingepik Ho Chi Minh City, Binh Duong an«
Dong Nai, accounting for 76.67% of the total numbef strikes across tF
country.Especially, calculated by years, in 1999, 95.5%hef strikes took place in thi

provinceslIn 2005, the rate of strikes in three province:s lowest compared with the whc
country, but it was also up to 63.

71. The causes of the strike taking place in Viet Name from two sides, the employ:
and employeed:rom the employer side, some businesses did noplyonith the provision:
of laborlaw and the commitments contracted with the emm@aosech as: employers did r
increase or increase salary at low level; workiogre exceeded regulation, overtime w
was not well paid; salary scale was not built; labontracts were not appropriaisocial
insurance was not fully paighb dismis: was unprovoked; working conditions were not ¢
enoughThe employers did not really care for the benefifsthe employee From the
employee side, strikes mainly come from their regments related to \ges, working hours
rest time, shift meal allowances for the situatanrising living cost, declining in actu
incomes and living conditio™®.

The below chart represents requirements of labame2809 (%

Figure 3: Requirements of laborers in 200
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2.2.SME SECTOR AND THE GLOBAL ECONOMIC RECESSION

72. The global financial crisis and economic downtunattbegan at the end of 20l
lasted throughout 2008 and continued into 2009ateg)y impacted on thworld economies
and affected many businesses sectors. Such comonstraints as a lack of capital, acces
production premises, backward technology and weakpetitiveness have all be
exaggerated by the global economic dowr

73. Access to markets: t global economic downturn made global and domt
consumption decline. International economic refajeespecially trade and investment flo
have been shrinking. World trade volumes contrabied2% in 2009; the biggest decline

® UNDP and CIEMReach for a new height: Review of Po to develop Private Enterpric. Economia Viet
Nam (2011) (more detail atww.economica.v)




seven decades. This made the market for domestidupers increasingly difficult, and
especially for export oriented enterprises. The loemmand volume of export orders from
major and traditional partners fell. In 2009, themier and value of export contracts for
seafood, rubber, coffee, footwear, electronics, maters and components were all reduced
compared to 2008. In terms of competitiveness pbexgoods in the world market, in most
countries declining export turnover has led to aeseof export protection and promotion
policies, especially in regional countries whicltvéaaimilar export products, and also some
trade protection measures, including some largeketsr This has proved an obstacle to
Vietnamese goods’ competitiveness. Meanwhile, memtgrprises were not able to forecast
such fluctuations in market demand, and lack adegaacess to information about the
economic situation and market prices.

74. Access to land resources: many enterprises stde fdifficulties in accessing
production premises. Many enterprises located detsidustrial parks must often settle land
clearance issues by themselves, with little supfsorh local authorities, while cumbersome
administrative procedures on land ownership rem2aomestic firms, who may only select
the form of land allocation with annual land-usesgand not the form of land lease that
contains a lump sum for the agreed leasing perioii@n have to pay a larger amount of
money for land than foreign invested firms.

75.  Access to capital: in the context of a normal ecoicoenvironment, difficulties in
accessing capital by enterprises are typically commHowever, in the context of an
economic recession, such difficulties are even nppomounced, as capital becomes scarcer
and capital providers become more risk-adverse.

76. Business management capabilities: existing linategi on business management of
domestic enterprises and SME in particular beconoesev in the context of economic
recession. Many enterprises which got used to tipgran the stable and protected
environment do not actively restructure enterpriass they met difficulties in the context of
economic crisis.

77. Foreign investment and capital: together with therldv economic decline, the
attraction and disbursement of foreign direct invent becomes more difficult. The global
economic groups have been adjusting business girata order to deal with the worldwide
financial crisis. This adjustment affects to th@myed and potential projects. Many foreign
investors have to reduce temporarily their scald postpone some projects because of
lacking credit. Therefore, it is possible for maagproved FDI projects to be extended,
reduced in scale or not to be performed which teaa decrease in proportion of performed
FDI capital ratio to the registered FDI comparethwirevious year. For potential investors,
although Viet Nam is still an attractive marketnredium and long-term visibility, they will
consider more carefully and spend much more tindetade their investment.

78.  In addition, the dormant difficulties of enterprigspecially SME such as low level of
technology, passive application of technology, tedicapability of human resource, etc. also
badly affect enterprises’ performance.



CHAPTER Il = FACILITATING SME DEVELOPMENT

3.1. INITIATIVES FOR THE DEVELOPMENT OF SME IN VIET NAM

3.1.1. GOVERNMENT AND THE DEVELOPMENT OF ENTERPRISE S
Enhancing the Government’s role

79. The Government has been performing greater rotedrdevelopment of enterprises.
The year 2010 marked a significant shift from Statmed enterprises (SOESs) to single-
member limited liability ones, especially sinceyJiij 2016°. The number of limited liability
companies has also flourished as the Law on Engeridlows individual to set up limited
liability company. Up to now, SME make up for mehan 95% in the number of enterprises
nationwide, contributing for 48% GDBPand present to be the fastest growing sectoref th
economy. In term of job creation, capital neededréate one new job in SME is only 3-10%
in comparison with that amount in large enterprisdsle the sector creates more than a half
million of new jobs each year. Obviously, SME secpdays an important role in the
industrialization and modernization process of \Nam.

In term of structure: the recent years saw a redluéh the number of private companies and
a rise in the number of limited liability companiespecially joint stock ones (the number of
newly established companies increased 15.16% i®)20his is an inevitable trend of a
market-oriented economy as individuals who esthblisnterprises have thorough
understanding on their rights, obligations in pas@roperty and legal asset management.

80. However, SME still have to face with inherited ditfities namely small scale, out-of-
date technology, poor corporate governance capagaigkilled laborers, and limited access
to financial sources and land for production. Falyare of the difficulties of SME as well as
their significant role in the national socio-econordevelopment process, the Government
has continually offered assistances to SME with aam to promote their sustainable
development and capacity to assess to internatimaakets. The Government has issued a
number of documents on orientation and strateQi&ME development over time.

In 2010, the Government promulgated Resolution RIN®-CP dated May 5, 2010 on 6 key
set of measures to support SME in enhancing thapacty and resources to expand
businesses. The Government also issued Decisientélish an Encouragement Council to
assist SME’. Despite the Council has not yet carried outuds fiinction, its establishment
demonstrated a progress in Government’s effortémpte this sector.

The Secretariat of the Party Central Committee edsecision No0.64-KL/TW dated
February 9, 2011 on reviewing the implementationResolution No.14-NQ/TW (the™
Tenure) dated March 18, 2002 on further innovatidnmechanisms and policies, and
encouragement and facilitation for the developmefit private sector. To further
implementing Resolution No.14-NQ/TW (thd Fenure) on private sector's development,
the Secretariat requested to make amendments, esoppls to and establishments of
regulations, mechanisms, policies, administrativec@dures to further facilitate the

" Decree No. 25/2010/ND-CP of the Government

'8 Report on the implementation of 5-year SME dewveiept plan (2006-2010)

19 Decision 1918/QD-TTg dated October 10, 2010 omtion and duties of SME Development Encouragement
Council and Decision N0.975/QD-BKHDT dated July(,2 of the Ministry of Planning and Investment on
working mechanism of SME Development Encourager@auncil



development of private sector. In specific, ther8eiat urged to streamline administration
procedures regulated in Law on Enterprises, Lavingastment, Law on Tax Management;
to make amendments and supplements to the Vietmaavesunting standards to match with
the current level, scale and operation scope of SMie Secretariat also requested for a
mechanism to enable private companies to get adcesdficial development assistance
(ODA) as state-own enterprises and urged to fastearprise’s restructuring in line with
economic restructuring process toward promoting-state enterprises to widen their
business scale and to enhance competitive capacditymestic and international markets.

81. From enterprise’'s view, Viet Nam SME agree that Gowment's assistance is
essential to promote their development and conipetiéss. The annual survey on SME’s
current business issues —ABM 2010 has clearly tedeghat Viet Nam SME need
government support for them to grow and develop, tamly put Viethamese brands on the
regional as well as global map for years to cdm@overnment’s assistance has promoted
the development of SME during the last years, bigt the SME’s great efforts, creativeness
and innovation that drive SME’s success.

According to orientation set forth in SME developmelan in 2011 — 2015, the targets set
for the next 5 years include: to have 450.000 nesdiablishment enterprises; to provide
corporate governance training for 640.000 peopl&ME with the estimated cost of 400

billion dong; to increase the number of newly ekshled SME to 22%/year on average; to
increase the number of newly established SME iaddiantaged provinces to 15%/year on
average; to increase the number of direct expartpamies to 6-7%. The SME development
plan in 2011 — 2015 also adopts solutions for SMizetbpment in the period as follow: (1)

to perfect framework on enterprise development;t¢2pffer incentives and assistances for
SME; and (3) to carry out SME assistance programd,to set up SME Assistance Fund.

Improving business environment

82.  Administrative reform continues to be a matter of concern; the Government has
established a National Database on Administrativeoc&lure$, which provides
administrative procedures and legal documents cthyrapplied by all 24 ministries and 63
localities. This initiative aims at providing onersmon place for users to look for
administrative procedures they need. The datatai®mugh has not been fully updated, is
expected to offer wider access to regulations,rtonpte transparency of the institution and
to provide a historical record of administrativeg@edure system over time.

Besides, 23 resolutions of the Government on sieargl administrative procedures have
been implemented. As of June 30, 2011, ministried lranches established documents
under their authorities and submit proposals oarsti@ing more than 3,000 administrative
procedures, accounting for 63% of the set targétvi@ch, 1,182 procedures were officially
regulated in legal documents and brought aboutcdipenefit to citizens and enterprises.
Several ministries have achieved significant resuiamely the Ministry of Transportation,
Ministry of Agriculture and Rural Development, Métiy of and Natural Resources and
Environment, Ministry of Finance, Ministry of Sces and Technology, Ministry of Home
Affairs, Ministry of Justice, State Bank of Viet Maetc.

2 Annual survey on business monitor in Asia (ABMyanized by UPS, focuses on SME in Asia Pacific
Region.
L Websitehttp://csdl.thutuchanhchinh.vn/




83. In the area of business registration reform: In order to create more favorable
condition for enterprises, business registratiovcedures have been continuously reformed,
namely: to transform from pre-checking to post-&imeg; to integrate registration procedures
of business, tax and seal; to consolidate procedoremarket entry, etc.

According to evaluation of World Bank in 2011, mess registration reform helped Viet
Nam to increase 14 steps in the ranking systemerm tof convenience in business
registration procedures. By implementing Projecto8G@he Government on administrative
reforms and business registration reform, Viet Nagreased by 10 steps against 2009,
standing at the #8among 183 countries and territories and tfleathong 10 economies
undertaking largegest reform in term of businesérenment?.

Thanks to the continuous reform and improved bssirenvironment, the number of newly
established enterprises has increased significantly years, from 14,500 enterprises in 2000
to 46,744 in 2006 to 84,531 in 2009 and 85,0000ib02 respectivefy.

As of 2010, the total number of enterprises reggsteunder the Law on Enterprises is
547,000 with the total registered capital of mdrant 3,520 million dong (equivalent to 176
billion USD), exceeded the Government's target 00,000, and increased 11 times
compared to the total number of enterprises estaddi in the last decade (there were 45,000
enterprises established in 1990 — 1999 period).é¥ew the number of enterprises are really
operating is much lower. The total number of acewerprises as of December 31 of each
year is just account for a half of the total regjietl number at the same tithe

84. Year 2010 marked the implementation of consolidatedistration mechanism,
including business registration and tax registratibhis is a foundation for State’s agencies
to coordinate in handling procedures, to shortenptocessing time for market entry to less
than 5 days. Achievements of business registratefiorm program have contributed
significantly in the improvement of Viet Nam’s basss environment.

The Government established new legal frameworkusiness registration by issuing Decree
N0.43/2010/ND-CP dated April 15, 2010. Accordinglyusiness registration and tax

registration procedures were consolidated into amig application files and applied a

uniform procedure for registration nation wide. @ndhe Decree, one unique code number
shall be granted to each enterprise, which is #igotax code number of that enterprise
during its operation.

Enterprise registration via the internet was abgutated under Decree 43/2010/ND-CP and
Circular No0.14/2010/TT-BKH dated June 4, 2010 of tMinistry of Planning and
Investment. In fact, several cities/provinces sashHa Noi, Ho Chi Minh City, Da Nang,
Binh Thuan, Khanh Hoa, Dak Nong... have acceptedentkgistration.

Moreover, strengthening State’s management systembusiness registration is also
perceived as an essential part besides simplifghg administrative procedures. This
orientation is clearly reflected in the Prime Mieiss Decision N0.1659/QD-TTg dated

22\/iet Nam Business Annual Report 2010, Viet Nam@har of Commerce and Industry (VCCI) and World
Bank (WB)

23 statistics from Business Information Center, ASMBIP|

24 As of December 30, 2009, there were 248,842 aetiverprises — Statistical Yearbook in 2010.



September 9, 2010 on establishing Agency for Bssiritegistration under MPI. Pursuant to
the Decision, Minister of Investment and Plannisgued Decision N0.1899/QD-BKH dated
November 8, 2010 on function, mandate and orgaoizastructure of the Agency for
Business Registration.

85. The first phase of constructing the National Busin®egistration System (NBRS)
has been completed; registration data from busimeggstration agencies has been
computerized into the national data based on awmifstandard. MPI, in cooperation with
relevant agencies, is in charge of building andratpeg this professional database on
enterprise registration, such as sending, receivanchiving, displaying or handling other
tasks related to enterprise registration prdesdn the system, enterprises could find
information on their business registration or skdar enterprise’s names (which was last
updated on October 5, 2011). More than 550 registrafficers at central and local levels
has been using the system, granting business déctarsabout 7,000 newly established
enterprises and updating amendments for about &d@0prises each month.

Reforming tax and custom

86. Ministry of Finance is in charge of amending 132cwloents to simplify 708
administrative procedures, in which 223 administeaprocedures related to taxation and 135
administrative procedures related to custom ffeldn taxation field, the Ministry has
processed their tasks fast, up to now, 26/30 dontsneere revised and supplemented for
establishment or serving as proposals to authoraggehcies, including 3 decrees of the
Government. The Ministry has also summarized andem@aoposals on revising several
articles in the Law on Tax Management. In custoeidfi Ministry of Finance issued or
proposed to issue 23/27 legal documents, includingecrees and 1 joint circular to
implement 126/135 administrative procedures, whigkips to save up to 703 billion
dong/year.

87. A wide range of policies relating tax reform was established, including Decision
No0.732/QD-TTg dated May 17, 2011 of the Prime Migison Approving the Tax System
Reform Strategy for the 2011-2020 period; Decidim2162/QD-BTC dated September 8,
2011 of the Minister of Finance on approving thedteon Reform Plan for the 2011 — 2015
period and 9 key Projects on maternal aspectsxadctvities to realize the Taxation Reform
Strategies in 2011-2020; Decision No0.1370/QD-TCThef General Department of Taxation
on establishing tax system reform plan in 2011...

There are several important tasks set out in tketitan system reform plan that closely relate
to SME development, include: To build up and impdampolicies on appropriate taxes and
fee collections to promote production and to enhatmmpetitiveness of domestic products
and services, as well as to boost export and imesst to fasten up economic structure
transformation process, to generate employmenteVise and supplement taxation policies
in line with the development orientation of a markdented economy under State’s

management, actively integrating into internationadrket and attracting investment of

economic sectors..; To build up and complete tkattan system, ensuring the transparency,
clearness and easy for application.

88. Encouraging progress has been achieved, includifige effective cooperation
between MPI and MOF in widening enterprise code lemregistration (business

% http://dangkykinhdoanh.gov.vn/
% Administrative Procedure Control Agency. Officetoé Government




registration and tax registration) for entities méynhousehold, collectives..; the application
of e-custom declaration and e-tax filings of 40,@d@erprises; the implementation of pilot

tax services by connecting taxation applicatiortesys of tax agencies with e-tax systems
provided by service providers (T-VAN); reductiond#gclaration frequency with certain kind

of taxes for SME, in which small-scale SME withraadl amount of tax payable may declare
tax on quarter/6 month/a year basis instead of hipbisis...

89. Enterprises are allowed to print their own invoice: This is considered as a
breakthrough in tax reform progress. Decree 51/2DECP of the Government allows
enterprises to print and issue their own invoidasesJanuary 1, 2011. Enterprises can print
or order to print invoices and e-invoices, and b to the invoice for promotion purpose.
Pursuant to this Decree, Ministry of Finance issd&dcular No.153/2010/TT-BTC on
September 28, 2010 to provide guidance on impleimgitecree 51/2010/ND-CP.

90. E-custom procedures. e-custom procedures has been piloted and expasided
2005 to date and brought about positive resultsoA8ugust 1, 2001, there were 47,000
businesses filed customs declarations online irc@ltoms sub-branches belonging to 13
customs ports nationwide. Under the new procedanesage time of customs clearance for
goods was significantly reduced, in specific, tifioe customs clearance of green-related
papers is 3-15 minutes, e-yellow-related paperdi20 minutes, yellow-related normal
papers from 10-60 minutes, according to statistics.

Besides, according to the Strategy for Customs Bpweent through 2020 (Decision No.
448/QD-TTg dated March 25, 2011): By 2015, 100%raivincial and district-level Customs
Departments in key areas (international seapomtporés and road border gates and key
economic regions), 60% of basic customs operatié®% of import and export value, and
60% of enterprises will apply e-customs procedui®g.2020, 100% of provincial and
district-level Customs Departments, 100% of basist@ms operations, 90% of import and
export value, and 80% of enterprises will applyustoms procedures.

Also, one of the top priorities in the oncomingipdris to study, develop and implement the
customs-to-business partnership program with tHewmng principal contents: building
and implementing mechanisms to encourage entespri@ganizations and individuals to
give comments on policies, legal documents andooustprocedures; to build a mechanism
for collecting feedback and assessments of enseqriorganizations and individuals on the
implementation of customs law; to step by step wpphternational standards
and recommendations in the development of the mssto-business partnership.

Trade and Investment facilitation

91. Inthe period 2001-2010, a large number of plan@ind investment institutions were
established and basically met the demands of tlmmosey, as well as significantly
contributed to the national socio-economic staailon and development. In the recent years,
the Government and local authorities have made iderable efforts in improving
investment environment in general and simplifyignanistrative procedures in some areas
like investment, land and construction. Howevertegarises still face with difficulties in
completing procedures in investment, landing antstaction field due to the complication
and overlapping of legal documents. To this endnesdocalities have had initiatives in
simplifying the registration procedures of invesiipeland and construction yet still
following the current legal framework.

Bac Ninh province is considered as one of pioneealities in reforming administrative



process, completing the administrative procedufeswvestment, land, and environment in
areas outside industrial parks. On November 17,92@ac Ninh Provincial People’s
Committee issued Decision No. 165/2009/QD-UBND, alkihincludes regulations on the
process and procedures for investment and conistinugy businesses in non- industrial parks
areas under its authority. This significant refaramtributed to Bac Ninh’s recent upgrade in
Provincial Competitiveness Index (PCI), standing"ain 2010’s PCI nationwide.

In Ninh Thuan province, the People’s Committee ithed Ninh Thuan Economic
Development Office (EDO) in 2010 to promote and fmlinvestment. EDO provides advice
on work relating to investment promotion; serveshasfocal point in providing guidance and
support for investors to complete investment pracesl from the beginning to end of the
project cycle according to the free of charge “stap shop” model. EDO has positively
improved the investment environment. Thanks to d@fferts, Ninh Thuan’s PCI in 2010
increased by 7 steps, stood at th8 gdsition.

92. Investment Promotion: Ministry of Planning and Investment issued Deacisio
No0.602/QD-BKHDT dated May 9, 2011, approving thestLbf Investment Promotion
Activities in 2011 with the total budget for theopmotion campaign of VND 20 billion.
Accordingly, the investment promotion activitiesdA11 will be tailor-made to suit with its
subjects, sectors, areas and regions to bring dibglsest efficiency. The promotion activities
will focus on 6 main areas: Organizing conferentesttract investments into key areas;
Organizing conferences and investigations on imest oversea; Providing support for
Public Private Partnership programs; Organizingestnent promotion program into
supportive industries, targeting at partners wheehshown strengths in this area such as
Japan, US, Thailand, Malaysia,... and specific secsoich as automobile and electronics;
Organizing Investment Promotion Program into figharea and Overall Evaluation of
Foreign Investment and Orientation for the period122015.

93. Commercial promotion: The first phase of commercial promotion progran2@il
has been implemented (from late of April, 2011) hwBO projects of 22 commercial
promotion organizations and 16 localities, the ltatfaState’s support capital is VND 55
billion?’. The program aims to encourage the collaboratinargst international commercial
promotion programs, to set up an efficient inforioratsystem for enterprises; to continue to
implement the activities in the National Brand Reog, facilitate enterprises in promoting,
introducing and exporting their products.

Besides, the Ministry of Finance issued Circular2881/TT-BTC dated June 17, 2011
providing financial assistance from the NationaldBet for national commercial promotion
program. Since August 1, 2011, the capital amouwbilzed from fund for annual

commercial-investment-tourism promotion programl e used to finance export-oriented
commercial promotion program. To specify, the budg#! support a maximum of VND

700.000 per one enterprise (70% of expense) fah&gag commercial information, conduct
market research, building data base of key expatket’. As for activities to promote

geographical indications to international marketeeprises will receive a support of 70% of
contractual advertising expense on foreign publiedia, and 70% of expense to invite
foreign media representatives coming to Viet Namwiite articles and spread news to
promote Viet Nam’s export on magazine, newspapigyision, radio and internet. A

27Viet Nam Trade Promotion Agency, Ministry of Inthysand Trade



support of 70% of expenses will be granted to amgalgeneral promotion activities”. The
support level could be up to 100% for those comrmkmromotion activities which give
sound effect to the expansion of the export matketthe total amount will not be in excess
of VND 200 million per enterprise.

Infrastructure investment

94. Investment on infrastructure: In the Socio-Economic Development Strategy (SEDS)
during 2011-2020, Viet Nam aims to basically becammodern industrialized country in
2020. Three main breakthrough strategies have bigiatighted, which focus on developing
a synchronous infrastructure system with moderititias, focusing on transport system and
urban infrastructure. In recent years, the growtk of electricity sector remains high despite
the shortage of electricity. Besides, though th@gport system, seaports, airports and urban
transport system have better developed, they dtefest from satisfying the demand of
citizens and the economy. Therefore, more investsngmould be encouraged in the coming
time?®,

In fact, logistic cost (such as transportation cegtrehouse...) in Viet Nam is much higher
than many other countries. Commercial cost, incdgdiogistic cost..., and tariff, are
considered as barriers for trading. Each day studke border gate due to the difficulties
caused by procedures and infrastructure will castmterprise an expense equal to 0.8% of
the goods value. It is estimated that if logistastccould be reduced by 10%, Viet Nam
would save an amount equal 2% of GDP since logtstat of Viet Nam make up for 25% of
GDP, while the rate in other countries is just i tb@mpared to Viet Nam’s rate, or just even
account for 10% of GDB

95.  Public-Private Partnership (PPP): The Government has made some changes in
investment policies to adapt with the new conté&itte diversification of the investment
capital sources, enhancement of national competiéss, and investment in human resources
are of the greatest changes.

On November 9, 2010, the Prime Minister issued §lesiNo. 71/QD-TTg on Regulations to

govern pilot investment under Public-Private Paghigp model, the Decision will come into

effect on January 15, 2011. This regulation is mmered as a breakthrough in investment
field and will be officially implemented in 2011.u@ently, the Government has designated
the Ministry of Transportation to monitor, seleabjects to pilot PPP on infrastructure

development field. Lach Huyen Port project (Hai Rijois one of them and now being on the
designing stage.

96.  Export processing zones (EPZs) and industrial zones (1Zs): As of late December,
2010, 72,000 ha of land have been used for constgu60 industrial zones. The total
amount of land will be increased by 81,000ha asenmmtustrial zones will be constructed or
expanded till 2010. Coverage rate is under 50%wimch 173 industrial zones are in
operation and 88 are in construction. There arargel number of industrial clusters (ICs)
which were approved by Provincial People’s Comraittdbout 920 industrial clusters
located in an registered area of 40,560 ha, howewvdy 7.51 ha was leased out, account for

*® speech by Deputy PM Hoang Trung Hai at Viet Nam Business Sitrifa Noi, May 3, 2011.

29 Report by Mr. Pham Minh Duc, Representative of W&ank (WB), at Seminar on promoting export
competitiveness hosted by World Bank in Viet Nard &iet Nam Chamber of Commerce and Industry (VCCI)
on October 11, 2011.



27% the total industrial clusters’ land area. Mamgustrial zones, industrial clusters were
built along the main traffic route and closely ltamhto residential areas, resulted in severe
traffic congestion and environmental pollutfinDue to the over-hastiness of some local
authorities in economic development and investmatitaction, a large number of
inappropriate industrial zones were planned andaguige pressure on land resources.

In the current context, it's essential to establmkferential mechanisms and policies to
attract enterprises, especially SME. Ministry oflustry and Trade issued Circular No.
39/2009/TT-BTC on December 28, 2009 on implementiagulation on management of
industrial complexes under the Prime Minister’'s Bien No. 105/2009/Q-TTg on August
19, 2009. The Government is drafting a decisiorpolicies to support industrial cluster’s
development. Accordingly, the maximum support wdt be in excess of VND 10 billion per
one industrial cluster and VND 100 billion per gmevince. There is no time limitation for
disbursement, so each locality can be well-prepanedeffectively utilize the located support
budget before receiving the new one. Prioritizedrkwatems of support include:
compensation for site clearance; internal roadsymal drainage system and water treatment,
and disposal collection systems. Besides, to iserélae filling rate in industrial clusters, the
support from national budget for the third indwstcluster will only applied when the first
and the second ones have already received the tbaddes0% of the total land area have
been leased out.

97.  Transport infrastructure: a modern transport infrastructure is a key fadtorthe
development of competitive economy as well as natiégn into international market of Viet
Nam.

Developing modern transport and urban infrastrectsynchronously is one of three
innovative solutions which will be implemented hetnext five years. The budget needed for
transport infrastructure is huge while we have tiorgize for curbing inflation, stabilizing
macro economy, ensuring social security and maiimgia moderate growth rate. In this
context, the Government has been providing innegatiechanism to mobilize all resources
into transport infrastructure development, inclgdmechanism in launching projects and in
site clearance.

98. Electricity power: According to the national energy development pléief Nam will
lose the supply and demand balance of electri@tygy source in period 2010-2020, turning
from an electricity export country to an import ofidis is a matter of concern of Viet Nam
SME since it isn’t reasonable to invest on backuppsy and voltage stabilizer system in
such small-scale enterprises.

Prime Minister has approved the National Electrav&opment Plan in 2011 — 2020 period
with a vision to 2030 (Decision No. 1208/QD-TTg ehtJuly 21, 2011). Accordingly,
development of renewable energy resource for et@gtgeneration is prioritized in order to
increase electricity production rate from 3.5% 01@ to 5.6% of total electricity production
in 2020 and 6% in 2030.

The Government also aims at using additional pasu@plies, especially renewable energy.
Along with established policies on supporting reable energy development in recent years,

30 Report on results of land planning and land us20id-2010 period conducted by Ministry of Natural
Resources and Environment (MONRE)



Prime Minister has promulgated Decision No. 37/2QEXTTg dated June 29, 2011 on
mechanism to support wind power development in Watn to encourage wind power in
Viet Nam.

Moreover, in order to encourage SME using energyeically and effectively, Ministry of
Science and Technology issued Circular No. 06/ZD0I-BKHCN dated May 18, 2011 on
using and managing credit guarantee fund in fimangorojects on improving energy
effectiveness and efficiency in SME. To preventele losses, provinces and localities have
conducted training on using electricity effectivelly 2011, Management boards of industrial
- processing zones in Ho Chi Minh City have diss&ted information on energy efficiency,
as well as provided training to energy controledfs in enterprises. It is estimated that 3% of
total electricity could be saved if enterprises lgppnergy saving measures effectively
(equivalent to 90 billion kwh each year).

Enhancing labor quality

99. As stated above, the Government will revise sevakastment policies to adapt with
the current context. One of the most importanttshg in human resource investment — a
“bottleneck” of Viet Nam. Investment in human resmiis considered as a key target in Viet
Nam'’s 2011-2020 Social Economic Development Stsatég which, investment on skilled
human resource and management staffs is of toptgrio

The new labor policy comprises of job creation pglistrategy for human resource

development, strategy to support labor market dgreent and development orientation of

the labor market. Accordingly, Viet Nam considdre tlevelopment of all market types and
socialist market-orientated economic institutionf@etion as a key measure to achieve socio-
economic development, to perfect the legal systathta create a transparent environment
that enables the development of a thriving laborkeia

The draft of the Law on Labor (revised version)uses on perfecting regulations on a
number of issues regarding: labor contract ande@éléssues; wages and minimum wages;
labor safety and hygiene; foreign employees; soatieips for female employees; collective
bargaining; responsibility of labor union in prdiag laborer’s rights and so on. The draft
law also supplements new policies regarding overtiwmorking hour, collective labor
agreement minimum wages by industry, regulation on tempgralosure of enterprise,
maternity leave expansion, retirement rights, camspgon fund for accidents and
occupational diseases, labor outsourcing, housesemkces, part-time workers and so on.

100. Improving the quality of human resource is alsaeg tactor to help Viet Nam escape
the middle income country trap. Viet Nam’s growtiinoot merely rely on foreign direct
investment FDI and official development assista@&A, natural resources, large investment
projects in stock exchange or real estate investmént on the value created by citizens and
the value generated by domestic enterpifseSiven the extensive farming and capital
intensive economy, Viet Nam has to spend a largeuamof investment to obtain 1% of
GDP growth rate while the labor productivity stasti.

101. Decree No. 46/2011/ND-CP (amends and supplememsg swoticles in Decree No.
34/2008/ND-CP — Regulations in recruitment and rgan@ent foreign employees working in

31 professor Kenichi Ohno, Viet Nam Development Fo(MDF)



Viet Nam) will be put into effect since August 1012A. There are no major changes in
policies governing the recruitment and employmentoeeign labors (skilled, experienced
and high-tech labors are highly appreciated) buehmecome more flexible.

Decree N0.46/2011/ND-CP not only extends foreigmpleyee recruitment scope but also
specifies regulations on dossiers, procedures oruiting and hiring foreign employees.
Required time to process work permit application sBortened, after three years
implementing Decree N0.34/2008/ND-CP. It also aedtavorable condition for enterprises
to employ foreign employees.

Besides, Decree No. 46/2011/ND-CP expands theitegyiand employing scope of foreign
employees to ensure the equality among the econentities. In the previous time, only
individual business households operating in thkel fo# health, culture, sports could employ
foreign employees. Now anyone who wishes to redarign employees can request for
granting work permits as prescribed. Not only ddess facilitate individual business
households to hire competent and skilled laborgtkalso enhances the competiveness of the
economy and shows the Government's commitment igatetrg a fair competitive
environment among economic entities.

102. Recently, many centrally governed cities have ssgfodly implemented Directive
No. 22-CT/TW dated June 5, 2008 of the Secretafifthe Centre Committee on promoting
harmonious, stable and progressive labor relationthin enterprises and Decision
N0.1129/QD-TT dated August 18, 2008 on implemeataplan of Directive N0.22-CT/TW.
In reality, there are many enterprises have doneerti@n just comply with the labor code.
They, in cooperation with local authorities andans at all levels, have had practical policies
to care and support employees’ living conditiong;hsas paying timely salary and bonus,
taking initiatives in raising the salary, allowascé&avelling allowances, housing allowances
or building house for employees. This helps stiemgtthe bond between employees and
enterprises, creating a stable and harmonious ngrnelation. However, labor dispute has
been increasing in genetalThere were 3.620 strikes during 1995-2010, ofcWHi24 strikes
occurred in 2010. In the first three months in 20220 strikes occurrédl Therefore, the
Government and enterprises should put more efforéslequately address the labor’s need.

The Government has made a great effort in thigis§a specify, Decision No. 66/2009/QD-
TTg of Prime Minister dated April 24, 2009 on somechanisms and policies to promote
housing development for workers in industrial pagksl step by step solve their housing
problems has been implemented. Measures to cquice and stabilize market are also put
into practice under Resolution No. 11/NQ-CP datedr&ary 24, 2011 of the Government on
controlling inflation, stabilizing macro-economynda ensuring social welfare; creating
favorable working and living conditions for empl@&geis also of the Government’s concern.

Enhancing vocational training system is a majorceon to both the state management
agencies and SME. According to the Draft Vocatiohaining Strategy period 2011-2020,
Viet Nam will reach the population of 99 million 020, in which 50 million have jobs.
Viet Nam will basically become a modern industaetl country. Therefore, it's essential to
have a skilled, knowledgeable workforce and relewacupational level and structure, which

32 Reach for a new height: Review of Policy to depdfsivate Enterprises, UNDP and CIEM. Economia Viet
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requires dramatic changes and rapid developmevdational training. As of August 2010,
there are 118 vocational colleges (including 29aig institutions), 301 secondary vocational
schools (including 95 private institutions); 761cational training centers (including 277
private institutions) and over 1,000 vocationaltitnions nationwid&'. However, these
numbers are still far lower than the actual nedds.solve the problem, the Government
established Joint Circular No. 05/2011/TTLT-BKHDT-B dated March 31, 2011, providing
guidance in training and fostering human resoufeeSME. Two following methods will be
implemented: (i) directly organize training cours@g select training institutions under the
current regulations in training labor for SME.

103. Socializing education has been drawing greatentte from the Government and
business community, especially in term of capitedding for education and training sector.
The Government has looked for effective measuragtoow the gap between labor supply
and demand in the mean time. One of those is teldpvhe information system of labor
market to bridge the existing gap between suppty @@mand of labor, create more decent
jobs, and reduce the "shortcomings" of domestioraharket.

Strengthening legal support

104. The Government has implemented Decree No0.66/200&RRQiated May 28,2008 of
the Government on legal support for enterprise®0ih0 — 2014, which was issued together
with Decision N0.585/QD-TTg dated May 5,2010 of theme Minister. Program 585 is
carried out in 2 phases with the total estimatest 06190 billion dong, in which 170 billion
dong is mobilized from the State’s budget and #®t rs from agencies, organizations and
enterprises taking part in the Program. There apeogects under the Program, including:
Developing law database to support enterprise’satio®; providing legal support in certain
areas; and, enhancing capacity of agencies andiaeg@n that provide legal support to
enterprises. The Program also provides trainingesreral legal knowledge on enterprise law
for enterprise’s leaders; and enhances capacintefrprise legal officers.

The first phase (2010-2011) will focus on 7 log¢ast including Can Tho, Dak Lak, Dong

Nai, Quang Binh, Tuyen Quang, Vinh Phuc and Hawth an aim to provide regular access
to 95% of enterprises in the region with appropriatethods; at the same time, training
program on basic knowledge of business legal doatsneill be broadcasted on mass media.

The second phase will be implemented during 202014, aiming at expanding the support
to other localities. One of the most important outes of the Program is to sustain legal
access to general legal knowledge on enterprise tta80% of SME in economically
depressed and extremely depressed areas.

Legal aid for enterprises was also regulated iralleipcuments, including Joint Circular
No0.157/2010/TTLT-BT-BTP dated October 12, 2010 lo¢ tMinistry of Finance and the
Ministry of Justice on guiding the estimation, mga&aent, using and balance of the state
budget in providing legal aids for enterprises, dbdcision No0.2746/QD-BTP dated
November 22, 2010 on establishing mechanism fomthaagement and implementation of
joint legal aid program for enterprises in 2010-204tc.

* General Department of Vocational Training. MinistiyLabor, Invalid and Social Affairs



Capital aid

105. Despite its large proportion (account for 95% otatal 500,000 enterprises in Viet
Nam), most of SME are in shortage of capital andirtta limited capacity in capital
mobilization for operation and business expansiderefore, besides traditional commercial
loans (mortgage loans or trust loans), credit guaris appeared to be an effective tool for
capital mobilization with many positive aspects agckived highly appreciation from SME.

In the last few years, lending conditions were gicgntly loosened. According to a report in
2011 of IFC (an institution of WB), Viet Nam creditnking has increased from"3é 15".
Due to the limited capacity in capital accumulat@hSME, most of investment capital is
from commercial loans mobilized from banks andrficial institutions.

However, in the condition of interest rate hikegticapital cost and low profit mard
every SME should reconsider their business model.

106. Pursuant to Decree 75/2011/ND-CP of the Governmei8tate investment credit and
export credit which is effective from October 2@12, eligible borrowers (from investment
and export loans) are those who invest on projeelsnging to categories eligible for
investment credit, namely projects on building v&tk treat wastewater and garbage in
urban areas, industrial parks; Projects on builtiogses to students and low-income earners;
projects on building education and training fa@bt.. Investors shall have effective
production and business projects and plans, ankl gtewe their debt payment capability;
and financial plans and debt payment plans apmtaasel loan provision approved by the
Viet Nam Development Bank. This is considered asféettive preferential credit source for
SME.

107. In the next period, the State Bank of Viet Nam w#ékep an eye on the market to carry
out appropriate measures, as well as control cgedivth below 20%. Banks do not have to
reach the credit growth rate cap, but should fazuproviding loans with preferential interest
rate to agricultural, export and support indusagtsrs.

108. Credit guarantee is used to support SME to borrmand from commercial banks.
Subjects eligible for credit guarantee mostly aMES in accordance with bank’s capacity
and enterprise’s demand. By applying this methodjyraercial banks could share all or part
of credit risks to the guarantors, therefore they rmore willing to provide loans for SME.
However, partial credit guarantee could reduce,cannot eliminate, collateral requirements
— which are usually considered as main challengesSME in getting access to official
financial sources.

Up to now, 13 provinces have established Creditr@uae Fund (CGF), including Tra Vinh,
Ben Tre, Yen Bai, Dong Thap, Ho Chi Minh City, Biflnuan, Ha Noi, Ninh Thuan, Bac
Ninh, Ha Giang, Kien Giang, Tay Ninh, Vinh Phucv&el provinces, namely Thanh Hoa,
Hai Phong, Da Nang, Khanh Hoa, Ba Ria — Vung Tanh\Long, Quang Ngai have been
preparing for CGF establishment and its mechaniEme. total working capital of the fund
established in provinces is about VND 575 billidhe( highest amount is of Ho Chi Minh
City with VND 194.5 billion, the lowest is of Baciih province with VND 21.9 billion).
This financial institution seems to bring aboutlditeffectiveness in alleviating financial
problems of SME since there was only 13/63 prowsrtaving Credit guarantee Fund.

% Profit on capital production and profit on revemieon-state enterprises are relatively low, arfl@-3%
against average ration of 4-6% of the country



Therefore, the Prime Minister issued Decision N£2089/QD-TTg promulgating the
Regulation on guarantee for enterprises borronwaagé$ from commercial banks to make up
for shortcomings of CGFs. Accordingly, Viet Nam [R&pment Bank shall provide
guarantee for enterprises to borrow loans. Thisidbmt took effect on March 1, 2009
nationwide and helped enterprises to have bettsacto financial sources, especially SME.
After 3 months implemented, several shortcomingsewevealed, therefore, the Prime
Minister issued Decision N0.60/2009/QD-TTg datediAp7,2009 on revising some articles
in Decision N0.14/2009/QD-TTg. Up to now, VDB hagred guarantee agreement with
more than 30 large and prestige commercial bankofAune 30, 2010, VDB guaranteed for
224 SME to borrow loans from commercial banks wité total borrowing amount of VND
4,108 billion. To the end of December 2010, ADB rgqueed for 1,450 enterprises and
issued more than 1,090 guarantee letters withotiaé amount of 7,200 billion dong.

To promote credit guarantee activities, Prime Mengstablished Decision N0.03/2011/QD-
TTg dated January 10, 2011 promulgating regulatmmguarantees for loans of small and
medium sized enterprises from commercial banks¢hvtook effect since February 25, 2011.
In comparison with Decision N0.60/2009/QD-TTg anckciBion N0.14/2009/QD-TTg,
Decision No0.03 focused more on details and provisieeral new points, namely: objects
eligible for credit guarantee were limited to SMiot for micro enterprises) belonging to 7
sectors; requirements to obtain credit guarantee weghtened up (minimum proportion of
owner equity is increased from 10% to 15%; themoivad debts at any financial institutions
at the time requesting for credit guarantee); ltniin was set on credit guarantee (a
guarantee provided for an enterprise shall notexé®o of VDB’s paid-up charter capital
and total guarantee provided for all SME shall exxteed 5 times of VDB'’s paid-up charter
capital;...)

109. As stated above, the Government is encouragingafgrigector to get access to
ODA?, this will be an effective financial source for Elvbesides PPP model.

Improving access to production premise

110. Removing difficulties regarding site-clearance fmmoduction is one of six key
measures to assist SME set out by the GovernmerResolution N0.22/NQ-CP. The
Government urged People’s Committee under cengradl Ito review and revise land use
planning, to carry out site clearance then leasin§ME or allocate land for construction of
SME industrial parks and business incubators.

111. Localities shall publicize land areas for SME, SMiflustrial parks and business
incubators on yearly basis; shall consult and as3ME in finding site for production.
Ministry of Natural Resources and Environment sihalle lead in preparing land planning
bulletins in order to publicize information on lapknning to localities and enterprises.

112. In fact, a number of localities have provided suppo term of production site for

enterprises, namely: Dak Lak (publicized socio-ewic development plan and land use
plans, completed industrial park planning, prepdesdl fund and encouraged to construct
industrial parks and clusters. Each province, idisand city must have at least one industrial

% Decree N0.78/2010/ND-CP of the Government on owliteg of the government’s foreign loans and
Conclusion No.64-KL/TW dated February 9, 2010 oriew the implementation of Resolution 14-NQ/TW"(9
Tenure) dated March 18, 2002 on continuing refofrmechanisms and policies and encouragement and
facilitation of economic activities of the privagector.



park/small and handicraft industrial park with fuifrastructure to lease out for SME looking
for production ground); An Giang province (exemptadd rental fee for enterprises in 11
years since its operation. A reduction of 30% lasd fee would be applied in case the land is
allocated or when the land use purpose was traesferKien Giang province (one year land
rental fee is calculated by 0.5% of the land phbgeusing purposes, which was regulated by
Kien Giang People’s Committee, the price is fixed % years. Besides, projects located in
Phu Quoc district or Ha Tien border economy zomeesjoyed preferential land use price of
50% the regulated one. Land use fee is exempte®-is years base on its location and
investment sector)...

Science and Technology support

113. During the last years, Viet Nam has establishedumber of policies regarding
promoting the development of science and technofmdy in general (Law on Science and
Technology, Law on Technology Transfer, Law on Rrop Right, Law on High
Technology.. to name some), as well as encouraggthology innovation to bring about
benefit to enhance competitiveness of SME sectbiclwis considered as the one having
lowest competitive capacity among economic sectors.

114. Most of SME have low starting point, some even tgwed from economic

households. Therefore, SME have been facing withsiderable difficulties in technology
renovation and enhancing competitiveness. The egdn of information technology is also
limited, only 11.55% out of 60% SME using computiease LAN network, and only 2.16%
of them having websit¥.

115. In 2011, the Prime Minister established the NatioRaogram on Technology
Innovation to 2020 (Decision N0.667/QD-TTg datedyMED, 2011) to support SME in
applying science into its operations, including:plagation of information technology;
development of information system for enterprissotgce management and product
promotion; development of database on new techyolagdvance technology and technology
experts; support on establishing science — teclgyoiocubators; research, application and
production of new products...

To mobilize financial source for the Program, aiblal Fund for Technology Renovation
will be established under decision of the Prime ister. The Fund will support enterprises,
especially SME, in technology selection, perfectisanovation and transfer. Financial
sources for technology renovation will also be wield: besides, enterprises are encouraged
to establish their own fund for science and tecbgpldevelopment.

The Program sets out several targets in period 2012020 as follow: the number of
enterprises renovating technology to increase t#/¢&ar, of which 5% applies high
technologies; as of 2020, 100% of key productiotergmises understand and be are able to
create new technology for goods production; 80%rafineers, technicians, SME leaders are
trained on technology management, governance anddapdate new technology.

116. Viet Nam has developed several technology incubaimdels up to now, including:
technology incubators in universities (located atNbi University of Technology, Viet Nam
National University -Ho Chi Minh City), incubatoia enterprises (located at FPT group,
Saigon high-tech park- HCMC, Hoa Lac high-tech payk Recently, Institute of Applied
Technology, with the main function of researchimgl applying technologies in electronic,
bio technology, clean technology, energy savingnetogy fields, was selected to establish a

37 Agency for Enterprise Development, MPI.



science — technology incubator in Ha Noi. To thad,&he project will focus on five fields,
including biomedical technology, environmental tealogy, applied photo-electronic
technology, information technology, new materialshinology.

117. The Government has drafted the Science - Techndayelopment Strategy toward
2020 with vision of 2030.

118. In 2010, the Prime Minister approved the ProgramStgport Intellectual Asset
Development during 2011-2015 (under Decision No42QD-TTg dated December 06,
2010). The program targets include: To meet 70%emhand of scientific and technological
service enterprises and organizations for raiswgraness about intellectual property; To
meet 70% of demand of universities, scientific aeslk institutions and scientific research
and technological development institutions for gugdand supporting the creation of and
managing, protecting and developing intellectuak&swith respect to research outcomes; To
meet 70% of demand of localities for supporting deeelopment of intellectual assets with
respect to their specialty products; To meet 50%erhand of enterprises having strategic
and specific products with export potential for goging the registration of intellectual
property protection in countries being major andeptial markets. The Program has been
implemented from 2011 to 2015, Ministry of Scierased Technology (MOST) is the main
implementing agency, and National Office of Intelleal Property (under MOST) is the
standing agency.

Minister of Science and Technology established Wlarc No.03/2011/TT-BKHCN dated
April 20, 2011 on guiding the selection and managetof projects under Program to
support intellectual asset development during 22Q15.

3.1.2 CONCRETE SUPPORT PROGRAMS

Supporting industry development programs

119. Regarding supporting industry development, the @uwent has promulgated
Decision No. 12/2011/QD-TTg dated February 24, 2@ilthe Prime Minister on the
development policy of some supporting industried &ircular 96/2011/TT-BTC dated July
04, 2011 of the Ministry of Finance on guiding tmeplementation of financial policy
regulated in Decision No. 12/2011/QD-TTg.

120. Under the framework of Viet Nam — Japan developmesaperation, Japanese
International Cooperation Agency (JICA) has dispatt Senior Volunteers to Agency for
Enterprise Development (AED), Ministry of Planniramd Investment (MPI) to assist
supporting industry in Viet Nam, which is coordiedtby SME Technical Assistance Center
in Ha Noi (TAC Ha Noi) - directly under the Agenfttyr Enterprise Development. The three-
year program aims to support 100 enterprises thrca@0 improvement activities. It is
supposed to facilitate 30 enterprises to have d dedo increase sales with Japanese
enterprises (particularly in Ha Noi area, 70 enisgs gets improvement through 350
activities, in which 20 enterprises is to have alddgth Japanese ones). In Ha Noi, after one
year implemented, the program has supported 19pzises (exceeded the target of 17
enterprises), carried out 101 Kaizen activitiemn{owous improvement), completed in-depth
support for 11 enterprises (more than 2 times/mortnducted the first supporting survey in
57 enterprises, and the second survey for in emnse



The Scheme on Implementation of Agreement on Techzal Barriers to Trade (TBT)
during 2011-2015

121. The Prime Minister has approved the Scheme on mmgi¢ation of the Agreement on

Technical Barriers to Trade during 2011-2015 (urdecision No. 682/QD-TTg dated May
10, 2011) on supporting the implementation of magquolicies on socio-economic

development and protect the legitimate rights afstoners. The Government will conduct a
separated project under the direction of MOIT tpput enterprises in applying technical
measures to improve production efficiency and bogsmport & export.

One of four main components of the Scheme is t@auEenterprises in applying technical
measures and to improve the efficiency of productibusiness and import, export
promotion. To specify: To research, disseminateiamdement supporting measures to help
enterprises overcome international technical baxrieespecially WTO regulations; To
develop enterprise advising channel on newly eistadd or revised technical barriers of Viet
Nam and other countries; To establish an advistwaré& to answer enterprise’s queries on
technical barriers and how to overcome these barmd certain products; To develop
consulting services on developing and applyingviaaté technical standards and regulation as
well as conformity assessment; To apply advanceagement systems; To test, measure,
assess, evaluate, appraise and supervise qualitgrasironment; To implement programs on
productivity enhancement, property right developtmethnology innovation, energy saving
to support enterprises.

122. To fulfill these tasks, the Prime Minister has desited relevant ministries and
agencies to launch six projects, including projectdegal framework completion; supporting
enterprises in applying technical measures to ingnoroduction efficiency, business and
import, export promotion; maintaining and enhandimg capability of TBT Board and Viet
Nam TBT network...

Technology Renovation program

123. The Prime Minister issued Decision N0.667/QD-TTgtedaMay 10, 2011 on
approving National Program on Technology Innovator2020, in which “Support SME to
apply technology” is a main focus. Also in 2011¢ tArime Minister approved orientations,
objectives and tasks of science and technologyndu2i011-2015 (stipulated in Decision
N0.1244/QD-TTg dated July 25, 2011). In 2010, wathaim to support SME in enhancing
competitiveness in goods production and procesamd) raising capacity in international
market integration, Ministry of Science and Tedbgy (MOST) and Viet Nam SME
Association signed cooperation agreement on “SdimgorSME in applying modern
technology, technology innovation, productivity agdality enhancement”. The Program
supported SME in technology innovation, by applyarg transferring modern technology,
improving productivity, goods quality and competness, applying advanced quality
control system, as well as appropriate tools fadpctivity and quality improvement. The
Program also proposed measures: to support SMipplyiag science research’s result in
production and technology innovation to reach soatde development; to effectively use
science — technology development fund in SME tori@ science research and technology
renovation in enterprises; to develop science &mnetogy services, standards, technical
regulations to support SME in technology transfer.

3.1.3. ASSISTANCE TO SME DURING THE GLOBAL ECONOMIC RECESSION

124. The global economic recession has made a greateirde on Viet Nam socio-
economic development; enterprises, especially Skiyje been facing with significant



difficulties. In this situation, the Government hagplemented various supporting measures
to help enterprises to overcome obstacles, staiglizand expanding production.
Administrative procedures on market entry have bsiemplified, regulations have been
loosen to promote SME growth and business expansictuding direct measures such as
tax, interest rate and human resource support.

In 2010, the Government issued Resolution No.18@Rdated April 6, 2010 on measures
to stabilizing the macro-economy, preventing higiflation and reaching an economic
growth rate of around 6.5% in 2010. In 2011, VieinNeconomic growth in the first months
of 2011 was ceased, reaching 5.57%, presentingraake compared to that of 2010 and to
the set target due to serious global economic dawwntThe Government established
Resolution 11/NQ-CP dated February 24, 2011 on rkepsures to controlling inflation,
stabilizing macro-economy, and ensuring social avelf

Tax support

125. In the recent time, SME have been facing with nwusgrdifficulties due to high
inflation, increasing input price, high interestteraand slow economic growth. The
Government has carried out effective measures tb rilation and reduce total demand.
Moreover, appropriate tax reliefs were also apptedupport enterprises. The exemption,
reduction and deferral of corporate income tax {Glave indirectly provided capital support
to enterprises since they do not have to mobiliz@amount of capital from banks with high
interest rate.

126. The Government has offered various supporting pgekdo enterprises since 2009
when enterprises have encountered considerablieutliés due to global crisis and high
inflation. Tax deferral was offered to severalustties and services as part of the measures.
The total of deferred tax in the whole period isreated at VND 10,000 billion.

Continue implementing tax relief policy, the PrimMdinister signed Decision No.
12/2010/QD-TTg on February 12, 2010 on extendirtgrpnise income tax payment periods
to help enterprises overcome fiscal challenges.idiin of Finance issued Circular No.
39/2010/TT-BTC on March 22, 2010 on guidance onl@mgnting this Decision. On July 2,
2010, General Department of Taxation issued Circhla.2366/TCT-CS guiding on CIT
reduction for SME under Resolution 30/2008/NQ-CRmiare detail. Accordingly, the CIT
payable which is eligible for 30% reduction il duarter of 2008 and CIT payable of 2009 is
calculated on total income from SME’s business atpen, including incomes derived from
land use right transfer, from property transfer atiter incomes.

On April, 2011, The Government established Decisim 21/2011/QD-TTg of the Prime
Minister on extending CIT corporate tax paymentSME. The decision is part of the
Government’s effort to ease difficulties of SME ntributing to boost economic growth in
2011. Accordingly, eligible SME are allowed to exdethe payment of their 2011 CIT for
one year from the usual payment due date as gavdiynehe Law on Tax Administration.
And according to Circular N0.52/2011/TT-BTC dategrih 22, 2011 on guidance for
implementing Decision No. 21/2011/QD-TTg, the esien time for CIT payable is one year
from due date, longer than that of 2010 (which pmtegt 3-month extension), however,
subjects eligible for such tax incentive is alsoroed down. The total deducted amount
this time is about VND 13,300 billion with about®000 SME gaining benefit from the
policy, accounting for 60% of active SME in Viet IdaTo be eligible for tax deferral under
Decision 21, enterprises must satisfy requiremamiscapital or number of laborers as
regulated. The deferred amount will be based mptearily calculated payable tax amounts
for every quarter and final tax payable in 201Zl(mding the amount from 2010 which would



be paid in 2011). Tax deferral and tax reductia @mnsidered as a comprehensive measure
to support enterprises; however, it should be pized for those who need it the most. In
specific, entities which are not eligible tax rélee those to be ranked as level | under Joint
Circular N0.23/2005/TTLT-BLDTBXH-BTC (mostly are $3), SME categorized in special
level, and subsidiaries that the parent compampisSME and holds over 50% equity of the
subsidiary.

127. The first session of XIIl National Assembly (Augug011) approved Resolution on
CIT and PIT reduction, in which: (1) Reduce 30%pafable CIT amounts in 2011 of SME;
(2) Reduce 30% of payable CIT amounts in 2011 bbdantensive enterprises engaged in
manufacturing, out-sourcing and processing fields.

Support on interest rate

128. Pursuant to Decision N0.2072/QD-TTg dated Decemiier 2009 of the Prime
Minister on interest rate subsidy for medium anmiglberm loans for corporate and individual
borrowers in 2010 for business investment, on Déesen31, 2009, the State Bank of Viet
Nam (SBV) issued Circular No.27/2009/TT-NHNN stigtithg guidelines on the execution of
the aforesaid decision. Accordingly, subsidies Wi offered to long- and medium-term
loans for the purpose of funding agriculture anges$try, fisheries, the processing industry,
salt, and science and technology. Borrowers wiskingurchase agro-forestry and fishery
products will also be eligible. The subsidized rigt@% per annum. out of a loan, calculated
on the actual loan amount and duration. The matwitsubsidized loans is 24 months,
starting from the date of loan disbursement betwkemary 1st to December 31, 2012 for the
loan contracts signed before and after January010.2This scheme will be applied from
January 1, 2010 to December 31, 2012.

Previously, SBV issued Circular 21/2009/TT-NHNN aedjng interest rate subsidies.
Accordingly, SBV extended the subsidy of 4 per dentmedium- and long-term loans for
individuals and enterprises to December 31, 2011.

129. In an effort to help rural enterprises and farmersvercome difficulties, the Prime
Minister issued Decision N0.497/QD-TTg dated Adril, 2009 on interest rate subsidy to
purchase agricultural equipments and materials korde building materials and Decision
N0.63/2010/QD-TTg dated October 25, 2010 on supgonpolicies to reduce postharvest
losses for agricultural products and aquatic prtglu€hese programs are part of a move
designed to push for industrialization and modextian in rural areas. Under the program,
eligible subjects could be offered the maximum g@meftial interest rate of loans equivalent
to 100% value of made-in-Viet Nam machineries agdigments. Eligible subjects would
not have to pay any interest during the first tvearyof their loans and enjoyed a preferential
rate of 50% from the 3rd year forward. Individualied enterprises may access the support via
institutions belongs to Bank for Agriculture andrRuDevelopment.

In 2011, Ministry of Finance issued Circular NoBBI1/TT-BTC dated May 16, 2011
providing guidance for support for capital lendimgerest rate and grant for interest rate
difference due to implementation of support polictyrder to reduce loss after cultivation of
agricultural products, aquatic products.

Support on human resources

130. Ministry of Labor, Invalid and Social Affairs prorgated Official Dispatch No.
2620/LDTBXH-QLLDNN on guiding the implementation ofhe project on support
employees working abroad in 2011 to some localdies enterprises providing labor oversea
services. Labors working overseas under 2011 ocinivdl receive financial aid for tuition
fee of foreign language, vocational training anewledge enrichment under the contract




signed between Department of Labor, Invalid andé@ddfairs and labor export enterprises.
Financial aids for the expense of travelling andcpdures (passport, visa, health checking,
and legal profile) are given to laborers via entegs which engaging in the program.

131. Employees’ wages and income have been increasénlvéa the Government's
pathway on minimum wage adjustment. However, engdeyhave still faced with many
difficulties, especially those working in industrizones, processing zones with low income
due to the increasing price of essential goodsrefbee, union trade organizations at all level
have proactively taken some supporting measuréglimemployees settle down. In term of
labor’s rights protection, union trade organizasiomave examined and supervised legal
compliance of hundreds of enterprises, proposesimetendation to competent authorities at
all level to consider and address existed diffiesltin the policies. Federation of Labors
examined 28 enterprises in Ba Ria-Vung Tau Proyihi®en Lam Dong, Ca Mau, 30 in Bac
Ninh, 11 in Khanh Hoa and 98 in Binh Duong... Theutssrevealed that many enterprises
have not fully complied with the Labor Code. Theidunhas asked enterprises to improve the
situation, ensuring the rights of employees. In ynlralities, the unions have encouraged
enterprises to diversify their supporting policié#s.Ho Chi Minh city, Ho Chi Minh City
Federation of Labor has directed unions to urgsdesanot to increase house-renting fee and
maintain the electricity sale price equal to priegplied for households. Nearly 54,000
leasers having more than 350,000 houses for legreedto follow the proposal, more than
350,000 laborers have benefited from the program.

Other supports

132. Along with SME supporting policies on tax, intereate and labor, the Government
promulgated support policies in other fields inachgd SI development, investment in
agricultural, rural area and science technology boost investment and business.

% The Prime Minister promulgated Decision No. 1914/QDy dated October 19, 2010
on approving Project on “Solutions to increase ifyalgrowth, efficiency, and
competitiveness of the economy”. The principal goflthe project is to improve
business competiveness, and truly put Vietnamesedsron the regional as well as
global map.

« Seeking for SME supporting measures and policias: ASEAN Business and
Investment Summit 2010 (ASEANBIS) held on Octobé&r28, 2010 in Ha Noi
emphasized the urgent demands for more practicé Shpporting policies.

« Encouraging investment in agriculture and rurabare

v" Decree No. 61/2010/ND-CP dated April 06, 2010 ef rime Minister on policy
to encourage enterprises to invest in agriculturd eural areas; Circular No.
84/2011/TT-BTC dated June 16, 2011 of Ministry afighce on guiding some
financial policies to encourage enterprises to shwe agriculture and rural areas
under Decree No. 61/2010/ND-CP.

v Decision No. 23/QD - TTg dated January 6, 2010 he&f Prime Minister on
approving project on Rural Commercial Developmen2010 — 2015 period and
Orientation towards 2020. The project aimed to glate rural consumption and
to increase the consumption of domestic goods.pFbject introduced models for
rural commercial development including: develop owmrcial structures in
communes, towns including: network of local markatslividual and household
business, the business network of cooperative tradufacturing-processing
enterprises.



« Decision No. 119/QD-TTg dated January 18, 2011 led Prime Minister on
approving Project of rural Information-Technologgvelopment period 2011-2020.
The project aimed to develop synchronous and modeformation-technology
network and infrastructure. In the scheme, entsegrare eligible for preference loans
from Viet Nam Public Utility Telecommunication Sé® Fund to invest in
information-technology infrastructure in rural asea

% Improving the competitiveness of Vietnamese proslaetd services, especially key
export products; Decision No. 2204/QD-TTg datedelJur2, 2010 on approving
Program on assisting the development of intelldgit@perty during 2011 — 2015.

« Decision No. 175/QD-TTg dated January 27, 2011 reh® Minister on approving
the General Strategy for Service Sector developtosvards 2020, aiming to enhance
the sector’'s competitiveness and standard; to é@xptdential service areas which
have high added value and competitiveness to stupjoiustrialization and
modernization process and to ensure sustainablelafguent and the shift into the
knowledge- based economy.

< Decision No. 712/QD-TTg dated May 21, 2010 apprgvMational Program on
Improvement of Productivity and Quality of produahd goods of Viethamese
enterprises through 2020.

% Continuing the implementation of Vocational traigifor rural labors: Program under
Decision No. 1956/QD-TTg dated November 27, 2009hef Prime Minister, and
Decision No. 962/QD-TTg dated June 05, 2010 on l#istang National Steering
Committee of Vocational Training for Rural Laboogram.

% Decision No. 176/QD-TTg dated January 29, 2010 led Prime Minister on
approving Scheme on Development of Hi-tech Agrimdt through 2020. The
scheme’s objectives are, by 2015, each provingeyneconomic regions will have 3-
5 enterprises and 2-3 agricultural production atbas applies high technology; by
2020, the number will up to 7-10 and 5-7, respetyivDuring period 2016-2020, hi-
tech applied agriculture production will be compesively developed.

% Supporting some key industries such as textilefwiear production: Circular No.
32/2010/TT-BTC dated September 03, 2010 on guidiegfinancial mechanism in
implementing Program on Human Resource TrainingTiextile Sector”; Decision
No. 6209/QD-BCT dated November 25, 2010 on appgvideneral Plan on
Vietnamese Footwear Development towards 2020, thétvision to 2025.

3.2. INTERNATIONAL COOPERATION ON SME DEVELOPMENT

Multilateral SME development cooperation

133. Acknowledged the increasing role and contributiérSME, a number of meetings,
conferences to improve SME’ quality and capacityehxequently been organized by many
multilateral organizations namely Asia-Pacific Econc Cooperation Forum, (APEC),
Organization of Economic Cooperative DevelopmentE@QD), Asia-Europe Meeting
(ASEM), and Association of Southeast Asian Nati¢ASEAN). Besides official events,
there are a number of initiatives and events desidar business community.

134. During the past time, international cooperation $ME development in Viet Nam
generally focused on: (i) exchanging and sharifgrination and experiences on SME



development; (ii) building up the action plans,astgies and policy framework for SME
development in the region; (iii) developing and lementing development projects and
capacity building for SME in member countries.

135. In the framework of APEC and ASEAN cooperation d¢MES member countries and
economies agreed to adopt a common cooperationaglavell as strategies to encourage the
development of this sector.

136. ASEAN is one of the most populated regions in tlogldvand possessing a dynamic,
favorable environment for SME to operate and dgve©n the other hand, SME are also
considered as the backbone of ASEAN economies lagid development is a key driver to
promote sustainable economic development. In gen8ME make up for 95% in the
number of enterprises and create about 50-85% damebs in many ASEAN member
countries. Moreover, SME contribute for about 30436f GDP and about 19-31% of total
export turnover.

In August 2010, ASEAN Economic Ministry (AEM) raefl the ASEAN Strategic Action
Plan for SME development period 2010-2015; orieomatfor regional cooperation to
promote SME development was also approved. The plapped out tasks set out by
ASEAN Economy Community (AEC) and the operationnplaf SME Working Group
(SMEWG). The action plan includes regional committseon SME development and their
integration opportunities when a common market pratluction atmosphere are shaped in
ASEAN. To that end, ASEAN will promote SME develogpm by offering better access to
financial sources and technology, enhancing exgapacity, improving the application of IT
solutions and innovation as well as developing humesources. As a part of the plan, the
ASEAN SME Innovation Award would be organized fod 2ASEAN enterprises. Each
member nation can nominate their 5 most innovaiverprises.

Accelerating the establishment of ASEAN Economy @Guamity (AEC) in 2020: SME will
gain enormous benefits from the scale expansionchMirings about greater productivity,
lower production cost and more competitive pricke Treation of a chain of linkage for all
enterprises in ASEAN is expected the most sinamutld make greater contribution to the
common development and prosperity of the region.

In August 2007, ASEAN Economic Ministers agreeestablish the ASEAN Experts Group
on Competition (AEGC) as a regional forum for thescdssion and cooperation in

competition management. The first AEGC meeting @@& and other meetings after that
focused on building competition-related stratega@sl introducing best practices of each
member country; conducting the ASEAN Regional Glings on Competition Policy, and

summarizing the Handbook on Competition Law anddyah ASEAN for Business. These

actions aim at creating an equal playground anmdcfainpetition culture to boost economic
cooperation in the long run.

In August 2010, the AEM Meeting 42 agreed to seAQEAN SME Council. The Council
offers opportunity for Asean SME leaders and regmttives of private sector to meet each
other and provides information for ASEAN economianisters to develop policies that
supporting SME development. After that, in Junel208SEAN agreed to establish the SME
Advisory Council Board with an aim to leverage ttode and contribution of SME to the
regional economy. The SME Advisory Council Boardllwiesearch and introduce



development strategy for SME, consulting ASEAN eapoit ministers on the
implementation of these strategies and identifypnigrity areas for SME Working Group.
The establishment of Advisory Board marks the fatgtp to leverage the role of SME and
helps to find out comprehensive measures to stiauleeir development. The Advisory
Board considers SME as a new driver to boost ecangrowth in the region.

Since 2003, ASEAN Business Advisory Council (ASEBXRC) has organized annual
ASEAN-BIS coinciding with the ASEAN Summits. Afte8 meetings, ASEAN-BIS is
considered as a great destination for enterpriees Within and outside ASEAN to network,
exchange information and look for new investmergarpunities. ASEAN-BIS 2010 themed
“Towards the ASEAN Community: From Vision to Actibm Ha Noi gathered more than
500 domestic and foreign enterprises, businesciasems.

However, budget remains a challenge for these S84istance programs. Up to now, some
initiatives were carried out basing on self-finargcor ASEAN-help-ASEAN model. To that
end, a member country could mobilize their own veses or asking other member countries
to take part in the implementation of SME assistapoograms. ASEAN SME Working
Groups have expanded their consultancy to other &lyacies of ASEAN+3 (China, Japan
and Korea) and to Japan. These activities haveueaged the exchange of best practices and
cooperation in some SME projects and conferences.

137. SME play an essential role in the economy of APE€niner countries: SME make
up more than 95% of the number of enterprises,ributing to 30%-60% of GDP, utilizing
40% - 80% of the labor force and contributing 3584atal direct export turnover. Within
APEC cooperation framework on SME, annual meetihgABEC Financial Institutions
Dealing with SME is one initiative followed the sigg of a Memorandum of Understanding
(MOU) on Cooperation among APEC financial instias which finance SME on
September, 2003. The meeting is held annually beRIPEC Finance Ministers Annual
Meeting. This MOU’s main objective is to call fdret participation of member countries in
enhancing cooperation/assistance activities onntdogy and finance among 13 signed
members to promote SME’ development. On July 2Qh6, 7" annual APEC Financial
Institutions Dealing with SME Conference (APEC SM&10) was held in Kuala Lumpur
(Malaysia), which once again highlighted the impattrole of SME in the national economic
development and emphasized the strong, effectiliabooation and assistance between
APEC Financial Institutions and SME.

On October, 2011, the International Trade Admiaistn (ITA) of US Department of
Commerce collaborated with Viet Nam Ministry of &ute and Technology to hold
conference focusing on business ethics for SMBoimstuction and mechanical engineering
sector. The conference gathered more than 40 dekeffam 17 economies, and helped SME
to raise their awareness on fair competition, amtigtion issue and to guide them
voluntarily follow these business ethics. After ttenference, the Working Group adopted
the draft “Ha Noi regulations for voluntary busisesthics in construction and mechanic
engineering sector”. These draft regulations armgo@xamined by SMEWG and once
approved, they will be presented at the APEC Sebiticials’ Meeting in Honolulu (Hawaii,
US) in late 2011. One of the three priorities ofEAFP2011 is economic integration within the
region in which focuses on improving the operatbmhe global supply chain and enhancing
SME’s participation into this system.



SMEIC established in 2006 after Daegu Initiativengito enhance SME’ capacity and
focuses on exchanging experiences in doing busiressively and creating the platform for
international cooperation. Annual meetings, sensiremd research projects... are part of
SMEIC activities.

138. Under the direction of Ministry of Science and Tiealogy, the Agency for Enterprise
Development and other donors, which rotate everyrginths, act as co-chairs of the “SME
Promotion and Private Sector Development Partner@houp” in Viet Nam, in short called

“SME Partnership Group” or “SMEPG”. SMEPG is a joimitiative to establish a

cooperation framework between Vietnamese Govern@eatthe donor community with an
aim to strengthening the effectiveness of ODA ia field of SME promotion and private
sector development. In recent years, the membersSME Partnership Group have
considerably increased, including representativem fbilateral and multilateral donors as
well as of non-governmental organizations namelystia (Wallon region), Canada,
Denmark, Finland, France, German (GTZ, KfW), Italgpan (JICA, JBIC), Holland (SNV),

Norway, Sweden, Switzerland (SDC, SECO) and thetddnBtate of America (USAID),

Asian Development Bank (ADB), Europe Union, Intd¢imi@al Finance Corporation, Mekong
Private Sector Development Facility (MPDF), Intdroi@al Labor Organization, United

Nation Development Program (UNDP), United Natiodustrial Development Organization
(UNIDO), World Bank,...

139. Besides, international financial institutions sues World Bank (WB), Asian

Development Bank (ADB)... (6 Development Banks Grobpye carried out a series of
programs to support SME in enhancing their competitapacity, technological innovation
as well as improving their business managementlelsaip skill and employees’ working
skills.

For example, Mekong Project Development FacilityP@®), a multi-donor program and
coordinated by International Finance CorporatidtC(l— a World Bank Group member, was
established in 1997 to stimulate the establishnaewt development of SME in Viet Nam,
Cambodia, and Laos. Since its establishment, MP&Fgnadually decreased enterprise-level
supports and expanded the program’s scope to caetteorable environment for business
and categorizing business activities into 4 ardamncial market, agricultural business,
tourism and textile/ handicratft.

Role of Viet Nam in SME Multilateral Cooperation

140. Viet Nam is an important entity with ever-growingle in the ASEAN community.
The country is one of the four key members of ASE#N is the one initiating the idea to
build the ASEAN socio-cultural community. As one ibfe three pillars of the ASEAN
Community, the ASEAN Economic Community (AEC) isirge developed based on the
initiative given by Viet Nam. Viet Nam has been grbvely making contribution to build the
ASEAN Economic Community- AEC. Specifically, Vietam is one of the four countries
that have had the highest rate of completion of mdments in AEC Roadmap. Being an
ASEAN member for 15 years, Viet Nam has been magnegt efforts to achieve the goal of
building the ASEAN Community. Holding the 2010 Qimaanship of ASEAN, Viet Nam
played a key role in giving directions for cooparatand operation of ASEAN for the year
2010. As a coordinator of the ASEAN roadmap foridags services, Viet Nam successfully
organized the Business Forum on Logistic Serviegsd the ASEAN Economic Ministerial
Meeting held in August 2010 and the ASEAN Electesrintegration Forum.



141. Beside fully complied with APEC’s obligations, Viltam is leading in preparations
for the assessment of outcomes of APEC’s Traddifedicin Action Plan and prepare next
steps for this plan. In addition, Viet Nam is thestt APEC member to have the idea of
organizing public — private dialogue on trade figatilon. Recommendations contributed from
enterprises have helped Viet Nam and other APEC lmesnto have various significant
initiatives for the second APEC’s Trade Facilitatidction Plan and to raise the program to a
higher level. APEC is considering a joint actioarplon this issue and developing measures
for capacity enhancement and closer co-ordinatidhe private sector.

142. Viet Nam has actively participated in programs/jg@cts of multilateral organizations,
especially the World Bank and the Asian DevelopmBabk of which Viet Nam is a
member. Flexibly and creatively applied programag projects are precious practical lessons
for countries in the region and in the world.

Viet Nam has made significant contribution to thecess of ADB's 44 Annual Meeting is

in 201, One of the programs that emphasized Viet Namis i the framework of the
Meeting this year is the “Viet Nam Day Program”.iflprogram is highly appreciated by
international friends, especially the Viet Nam Buess Summit, which gathered more than
800 participants who are policy-makers, scholaadérs of financial- banking corporations,
representatives from large domestic and foreignpzones.

Viet Nam and the World Bank has reviewed the coaipan relationship over the past 35
years and working out on a co-operation directmrttie next period.

143. Apart from multilateral cooperation, Viet Nam alsakes part in other bilateral
cooperation on SME with several nations and ecoasmi

144. However, there still exist limitations in intermatial cooperation on SME. The
effectiveness of the cooperation largely dependsanmitment of the two parties, Viet
Nam'’s leader role, staff's competency, and finan@aources.

Donors of SME development in Viet Nam

145. The cooperation relations between Viet Nam and donere restored in 1993. Total
official development assistance (ODA) is USD 4Tidmil. Currently, Viet Nam has 51 donors
with regular ODA programs, 28 of whom are bilateddnors and 23 of whom are
multilateral one¥. Most of the donors have medium-to long-term plansooperation with

Viet Nam. In fact, SME development in Viet Nam f$en integrated in projects or programs
on development of industry/ agriculture and infrasture, poverty reduction or programs to

38 Closing remark of ADB Chairman Haruhiko Kudorats Meeting on May 6, 2010 in Ha Noi.

3% a) Bilateral donors: Iceland, Britain, Austria, &, Belgium, Canada, Kuwait, Denmark, Germang, th
Netherlands, South Korea, Hungary, Italy, Luxembtiig US, Norway, Japan, New Zealand, Australiadiind,
France, Czech, Spain, Thailand, Sweden, Switzeri@hiha, Singapore.

b) Multilateral donors:

- International financial institutions and fundte World Bank (WB), the International MonetaryngduIMF),

the Asian Development Bank (ADB), the Nordic Invesht Bank (NIB), the Nordic Development Fund (NDF),
TheOPEC Fund for International Developmé®ID), the Kuwait Fund;

- International and intergovernmental organizatiortsie European Commission (EC), United Nations High
Commissioner for Refugees (UNHCR), the United N&i&und for Population Activities (UNFPA), the UN
Industrial Development Organization (UNIDO), theitdd Nations Development Programme (UNDP), the
Joint United Nations Programme on HIV/AIDS (UNAID$)e United Nations Office on Drugs and Crime
(UNODC), the United Nations Capital Development &@dNCDF), the Global Environment Fund (GEF), the
United Nations Children's Fund (UNICEF), ttmernational Fund for Agricultural Development AB),

United Nations Educational Scientific and Cultu@abanization (UNESCO), International Labour Orgatizn
(ILO), Food and Agriculture Organization of the téd Nations (FAO), the World Health Organization
(WHO).



support policy and institutional development. SM&/elopment is related direct or indirect
to these programs’ or projects’ components. TotdDAOpumped directly to SME
development in the period 2006-2010 is USD 400iomill

146. The Agency for Enteprise development, under the idttyp of Planning and
Investment, assumes the main responsibility for Stiézelopment, has made remarkable
effort to persuade the Government to give more@igbrivate sector and SME development
and calling for support from members of SME devsalept partnership group (SMEPG) and
other donors. Vietnamese SME, in turn, have prdkied quick recovery from the economic
downturn, facilitating economic growth and makingntribution to both employment and
income.

147. Donors will continue to assist SME development iat\WWam mainly in the following
fields:

% Enhancement of public capacity in facilitating ination for SME;

« Policy consultancy to support regulatory and poligforms towards favorable
business environment or the private sector and SME;

< Training and assisting SME development to improveodpction capacity,
competitiveness and accessibility to resources aadmance, land, and labor, etc;

< Enhancement of SME’ accessibility to the internagiomarket by providing better
access to industrial standards;

«+ Cooperation with the private sector and the Govemtrfor financial aids;

% Assistance in making and implementing policies speeially in building a system
connecting research, product development and besmgerations;

% Focus on manufacturing, supporting industries, tandsm;
% Promotion of SME development in rural areas;

% Development of small-scale infrastructural worksstgpport SME development (eg.:
traffic infrastructure);

% Connection of systems with activities of donors.

148. The Government of Viet Nam in co-ordination withndos has conducted a number
of projects to support SME development. Here ameesmain donors:

149. The UN Industrial Development Organization (UNIDO) (one of the largest donors
of Viet Nam in SME development). UNIDO gives prigrio the following fields to support
SME development:

% Development of industry in rural areas to createsjand generate income, reducing
poverty;

% Sustainable industrial development, using enviramnAfigendly technology and
improving efficient use of energy;

% Creation of favorable conditions for Viet Nam t&egpart in UNIDO’s programs as
well as other international activities.

150. DANIDA (Danish International Development Agency): The SMEvelopment
program for 2011-2013 with the target of “Improviogmpetitiveness of non-state businesses
in export-oriented business sectors by focusingg@mwth and employment”. The program



will promote continued economic growth of Viet Navhich depends largely on the private
sector.

151. The Asian Development Bank (ADB)the SME development program has provided
a favorable environment for SME development. Atiéa in progress include assistance in
terms of legal framework, regulatory co-ordinatioreforms of business registration

procedures, and licensing procedures, and improneafeaccessibility to financial resources

and land uses.

152. The International Finance Corporation (IFC): The program on supporting

economic development of the private sector focwsesnproving business environment via
Business Forums to encourage dialogue betweenuthiec @nd private sector and providing
advisory services for SME. Regarding investmentviigts, IFC provides support to the

private sector via direct investment into finandratitutions and enterprises. In addition to
programs on investment environment and financiakssibility, IFC has initiated various

new projects in Sustainable environment and sodielty.

153. Italia has been a long-lasting partner of Viet Nam in Sk&velopment and
promotion.

154. Japan International Cooperation Agency (JICA) has organized a large number of
projects on supporting SME development in Viet NaHCA is currently speeding up

programs on enhancing capacity of SME operatingupporting industries in Viet Nam for

the period 2010-2013. A typical example is the @rbjon strengthening the public function
in SME development.

155. Activities in the projects help improve businessvimmment for and the
competitiveness of Viethamese SME.

Strengthening cooperation activities

156. It can be said that 15 years of participation igioral as well as international

cooperation on SME has brought Viet Nam a lot giarpunities to exchange experience in
SME development among countries. This is of sigaifce in the context of limited SME

development assistance and the lack of experieaogell as practicable measures to the
issue. International assistance programs and psdf@ve played an extremely important role
in improving business environment and accessibility resources and international

integration. SME management capacity of state aitith® as well as SME’ capacity has been
strengthened considerably. Plans and policies ort Slvelopment have shown positive
improvement.

157. However, there have been limitations on SME develaqt in Viet Nam such as
incompetent officials, sluggish support from thev&mment, the limited state budget, and
the lack of government effective interventions, &tcorder to make international cooperation
on SME development of Viet Nam more effective, fibllowing solutions should be heeded:

« Complete the organization and management of intieme assistance:

v" Improve and heighten the role and co-ordinatiore@ifeness of the state
authorities responsible for SME (the Agency for dfptise Development, the
Ministry of Planning and Investment — which are kagencies for SME
development);

v" Improve the structure and capacity for the statéhaities in charge of SME,
including strengthening the structure and humaaouegs for supervision, control
and assessment of the implementation and managemieninternational



cooperation programs or projects on SME development

v" Enhance accountability, transparency and activenessmanagement and
implementation of international cooperation progsaor projects on assisting
SME development and responsibilities of the parots;

v Strengthen commitment of the governing bodies d@hdraagencies taking part in
international cooperation programs or projects btESlevelopment;

% Enhance capacity:

v' Raise awareness on the importance of internaticnaperation on SME for
agencies from the central to local levels;

v" Enhance capacity of implementing agencies natioewid

v" Enhance capacity of staff and officials workingSME development (language,
qualification);

v' Ensure adequate resources such as correspondintl,cdquman resources,
commitment, etc for cooperation activities as vealwell as the sustainability of
international cooperation projects or programs MES

v Follow strictly regulations on supervision, contralssessment and reports of
project implementation.

% Promote cooperation with development partners anderned agencies:

v" Promote cooperation with development partners amtarned agencies in the
current frameworks such as the Joint Portfolio &ternce Review (JPPR), the
Aid Effectiveness Forum (AEF), and the Strategigiaship Group, etc.;

v" Ensure collaboration among state authorities, drgdéions and enterprises in
regional as well as international operation on SME;

v/ Continue to take part in and attract other agenmnesorganizations to activities,
meetings, forums, programs or projected relatesivid;

v' Expand bilateral and multilateral cooperation ilesr to improve capacity of
agencies promoting SME development and improve doality of SME
development.

% Keep information publicized and transparent: Dissate information and documents
pertaining to international cooperation projectporgrams on SME via websites of
the ministries and local agencies.

3.3. CURRENT CONSTRAINTS AND NEEDS FOR SUPPORT

158. SME'’ significant growth in both number and qualigflects the sector’s potentials for
further development. However, such growth is nat@nable due to persistent constraints
which are very typical of the SME sector.

For the first 9 months of 2011, up to 48,704 enmisgs had gone out of business.
Particularly, over 5,800 had gone into dissoluti@d,421 had been out of business, and
31,477 had stopped paying taxes but had not declamekruptcy yet. The rest 60% SME
with declining revenues was managing their busin@gsreducing the labor foré® In

August, 2011, employment was decreased, leading decrease of 60-70% in income of

“° The Ministry of Planning and Investment



traditional handicraft villages; revenues of Southdraditional handicraft exporting
enterprises decreased by 50%. For the first 8 nspatharge number of handicraft shops in
the North were closed in 3/8 months in order ndtdep too high levels of inventories.

Some main constraints on SME include:

% Inconsistent policy system, unapproachable to abeurof enterprises
% Weak competitiveness

v" Technological obsolescence, scattered allocati@nterprises
Unskilled labor
Weak management capacity
Impacts of international economic integration

AU NN

Lack of connection and cooperation among enterprise

% Obstacles to accessing resources like financetatapremises, technology, highly-
qualified labor, etc.

159. Those constraints and obstacles have hindered etielapment of SME in recent
years. They are unfavorable factors that handibapdevelopment progress of SME in the
market economy oriented toward global economiagiraton.

Weak competitiveness

160. Vietnamese SME are growing in quantity but not ualgy. Most enterprises have
small scale and limited amount of capital. Theiodarctivity is still low while production
costs remain high, leading to high product costetiamese products have much lower
returns compared to those produced by some cosnike Thailand and Malaysia. For
instance, even though Viet Nam is ranked secondc@& production, only after Thailand,
rice’s prices are typically lower than those of th® and Thailand, of USD 80-100/ ton to be
specific. There is just a little difference in ripeduction costs of Viet Nam and Thailand but
returns on rice production of Viet Nam only equias65.1% returns on rice production of
Thailand. Rice is exported periodically without amgrket forecasts, leading to loss of rice
value. Rice produced in Viet Nam has not had its ekedemark or has been without any
geographical indications while only a few entempsisupply rice to high quality market
segments. Viet Nam stands second in coffee exgeminly after Brazil. Nonetheless, coffee
export turnover is only ranked"5Even worse, 70% coffee returned due to low quait
markets in London is from Viet Nam. Therefore, Vieehese SME have not built their own
powerful brands and have not built up their image eompetitiveness in regional and global
markets.

161. Barriers to accessing resources like capital aratlymtion premises prevent SME
from investment in technological innovation to imope product quality and productivity.
Currently, most Viet Nam SME are using outdatedinetogy with low productivity.

Barriers to accessing support policies

162. Obviously, the constraints mentioned above havdabtiézed operation of SME,
affecting negatively enterprises’ competitivenesd ghe competitiveness of their products.
The Government has intervened by issuing a numbsuport policies which have shown
their positive effect. However, the lack of consmty and specificity in implement in these
policies has made the Government’s practical suppaccessible to some enterprises.



163. A legal framework regulating SME’ operation is bgideveloped, which creates
overlapping regulations or modifications, causing kack of enforceability and transparency
and making it hard to understand and applying dgilations. At the same time, assisting
SME development in Viet Nam is a new field wheratca and local agencies are lacking of
experience, SME supporting systems are fledglingl aill without any business
development services. As a result, SME developrmastfaced a lot of difficulties.

164. In addition, SME admit that support policies aradeessible to them. Despite a lot of

positive changes to SME support policies, thereeheen numerous limitations. For

example, credit guarantee for SME is not very eiffeceven though this form of support has
been in effect for 15 years. Similarly, after orear; the implementation of support policies
specified in Resolution 22 and Decree 22 of the é&mwient are being hindered. This is

because Resolution 56 does not seem to be praatidahstruction documents have not been
completed.

Low labor quality:

165. SME make an annual contribution of 40% to GDP aglgh henerate employment for
50% of total laborers nationwide, and create nelws jfor over 1 million laborers; most of
them belong to the unskilled labor group. Unfortehg unskilled labor is also the short-
coming of SME. As most of the labor force is undfied, the average level of wage in SME
is relatively low, making it hard for SME to atttakhighly-qualified or skilled laborers.
Therefore, SME are losing competitiveness agaargel enterprises. There is an urgent need
for relevant authorities to deal with this issuemder to form a fair playground for SME and
large enterprisés

166. Another serious limitation of SME is limited managent capacity. Even though
remarkable improvement of management capacity beas lmade, weaknesses have not been
completely eliminated. The number of SME which haumlified and experienced leaders
with management skills is limited. This is becaunsest directors or managers in the SME
sector are not well-trained in business administnatlThe lack of training leads to the lack of
vision and activeness when they manage their bssir@onsequently, when expanding their
production, enterprises encounter a number of ddifies in personnel and financial
management, leading to low productivity, poor perfance, and cost ineffectiveness. Most
SME do not have clear goals and long-term stratelgies to achieve those goals, but follow
short-term plans, catching temporary opportunities.

Difficulty in access to financial sources

167. The biggest obstacle of SME is lack of capital. phablem of financial ability makes
SME have no option but to use outdated productiaehimery, producing low quality and
uncompetitive products.

High borrowing interest rates and restrictions askimg loans prevent SME from accessing
this source of finance. According to a survey @& Ministry of Planning and Investment, up
to 30% SME are unable to access to banks loans; jinst managing to survive, and another
30% have access to finance but encounters difiesultMeanwhile, SME that have
borrowings from banks and credit institutions astdomg for 80-90% of capital are under
strict credit control due to the cap on credit gitowate of 20% this year. The amount capital
these enterprises mobilized in this year fell blf bathat in the previous years. Most newly-
established SME do not have enough assets to pas apllateral for loans. If they are given
loans, the interest rate will be very high becatlsey do not have chance to access

“1 Viet Nam Association of Small and Medium Enterpsis



preferential credit. This appears to be unequal reyrizetween SME and large enterprises
when large enterprises tend to enjoy more prefedemteatments, including business
premises and capital. Market pressures from thieagjeconomic integration (which results in
over 9,000 types of goods under tax exemption addation in 2011) are great concerns of
Vietnamese SME.

168. Lack of funds in addition to high capital expendisi has both brought about positive
and negative effects on Vietnamese enterprisabelshort-term, it is a challenge to business
activities, but in the long-term, it will become*“driving force” that urges enterprises to
carefully prepare strategic plans on capital restmng to ensure effective use of funds and
good performance and step by step eliminate spimola



CHAPTER IV- PROSPECTS FOR THE SME SECTOR

Direction for SME development

169. The report has highlighted the role of SME in ecuoi development, poverty
reduction and hunger elimination of Viet Nam. ThMIES sector has made remarkable
contribution in mobilizing the resources needed dewvelopment investment, production,
employment creation, unemployment reduction, andvefy reduction and hunger
elimination to promote socio-economic development.

170. SME see opportunities to develop as well as a &Mereconomic environment and
challenges in the coming period.

171. Thanks to economic achievements, Viet Nam has eghtiile middle-income country

(MIC) status, which is an important prerequisite fature development. Efforts of the

Vietnamese Government in administrative reformsehaxeated favorable conditions for
Vietnamese enterprises. Despite achievements inowing the business environment, there
are short-comings that negatively affect operatibanterprises, especially SME — the group
lacking competitiveness and access to markets. Skeye short-comings are (i) poor

infrastructure to support SME, (ii) low nationalnepetitiveness, (iii) limited qualified human

resources (government's officials, corporate lesdéhe labor force, etc), (iv) serious
consequences of natural disasters and climate ehamgl (v) problems in macroeconomic
management (high bank interest rates, sometimes 0% per annum, trade deficits,

increasing budget overspending, unequal opporamdf accessing resources, etc).

172. Outside the country, the world’s economy show sighsecovery after the global
economic crisis but still contains potential ingliibs. Fluctuations in energy and raw
material prices are unpredictable, causing diffiesl for economies dependent on imported
input materials like Viet Nam. Furthermore, the lddras seen a decline in the role of large
economies like the US, the European Union, Japaares@n increase in the role of emerging
countries (BRIC) and developing countries. Under tlontext, Viet Nam has a valuable
opportunity to take part in regional and globaldarction.

173. SME need the support from the Government, releaatttorities, and the community
to develop further and improve competitiveness.p®upfrom outside is not enough, SME
also have to make best efforts in innovating emtspmanagement to stand firm in an
environment of severe competition, especially whéet Nam is further and further
integrating into the global economy. In order tagy these opportunities, enterprises need
restructuring to improve productivity, creatingiarf base for sustainable development in the
long term when integrating into the global economigtnamese SME should take advantage
of support policies from central and local authestto improve performance.

174. Below are several directions for SME development:

« SME are on a trend of tremendous development in Qoantity and quality, playing
an indispensable part in the economy;

« Further global economic integration requires gneat®peration among Vietnamese
SME, between domestic and foreign enterprises deroto establish supporting
industries.

% In order to restructure the economy, improve SM&odspetitiveness, increase the
employment rate, and generate income, SME developsuld be selective, which
means only competent enterprises can survive aneélaie There will be more



sources of funds for enterprises. Enterprises catairo capital not only from
acquaintances or personal savings but also fronkshanvestment funds, credit
unions, foreign sources of investment, and ODA.

« Currently, the rate of business registration i Bigh and on an increasing trend
because of the economy’s flexibility and administeareforms. However, the official
number of enterprises in real operation (paying taxmuch lower. This is a thorny
problem not only for enterprises but also for thev&nment, which needs careful
supervision, control and timely support from thev&mment.

% Public-Private Partnerships (PPP) is on an incngasend, which is an opportunity
for SME to cooperate in public investment projects.

Some policies expected to have effects on the SMEtc®r

175. The economic transformation from the centrally-ng@theconomy to the socialist-
oriented market economy requires the Governmeretoove its direct interventions on
business operations and have indirect influencéuminess operations by more appropriate
measures.

Of those measures, the improvement of the legaldreork to regulate the market economy
and meet requirements of global economic integnaisoof great importance. It is planned
that in the Law Building Program 2012 and adjustteeh The Law Building Program 2011,

there will be several changes to the existing r@guis and issuance of new laws that will
have certain effect on the SME sector:

176. Price Control Law: The Price control law is being drafted in ordercteate a fair
competition environment, a transparent legal emvirent, and a legal framework that fit the
socialist-oriented market economy. According to thece control law, price control is
decentralized to avoid overlaps of responsibilitidsthe government and the market, the
central and local authorities, the local authosited enterprises. Nevertheless, it is important
to ensure appropriate price control in accordanitk imternational laws and practices that
Viet Nam commits to follow so that Viet Nam will wecognized as a market economy by
the international community.

177. Amendments to the Law on Taxation:the Ministry of Finance is making several
amendments to some articles in the Law on Taxatibh a view to reform administrative
procedures create favorable conditions for enteegriand improve the economy’s
competiveness. The amendments focus on the camtii@ct regime to ensure equity among
tax payers. Lump sum tax rates are to be fixedhabihvestors get more information on taxes
before they tender for any contract. To prevemdfar pricing, the Law on Taxation requires
that tax agencies will have an examination to sed@ropriate tax rate, then discuss with the
investors before applying that rate. Once the tgenay gives an overall tax rate, the tax rate
will be applied during the enterprise’s operatiregipd.

178. Law on Cooperatives (amended) The purpose of amendment of the Law on
Cooperatives is to encourage and create favoraiiditoons for cooperative development,
and direct cooperatives’ operation into the frarhéheir original features. The amendment is
also aimed at ensuring interests of various agdricall households, consumers, individual
businesses, enterprises, especially SME, and othanizations.

179. Amendments of the Law on Personal Income TaxMore tax agencies will be
established to define objects of taxation. Sevaml tax calculation methods are added,
making tax calculations for each type of incomeménin accordance with the international



practices. Tax rates for incomes of the same tgpedixed, ensuring fair tax treatments of
natural persons and legal entities.

180. Amendments of the Law on Corporate Income TaxSeveral regulations are added
to embrace new economic activities arising in tlakat economy on the trend of integration
(multi-level sales, electronic commerce, “thin d¢apzation” when identifying interest
expenses; price arrangement between associateghreses) and to make the Law more in
accordance with international practices. Tax ratéé be adjusted more appropriate to
encourage individuals to earn profits legally.

181. Other laws include the Law on Public Investmeng thabor Code (revised), the
Trade Union Law (revised), the Money Launderingvergion Act, and the Advertisement
Law.



CONCLUSION

182. The biggest global economic recession in a decadetdken a heavy toll on Viet
Nam’s SME sector. However, timely support from @avernment and the great effort of each
enterprise helped to alleviate the adverse effddise crisis. The Viet Nam economy suffered
a slowdown but did not fall into recession, as Gid&wth reached 5.32% in 2009.

183. Besides recent efforts of the Government,iousr authorities and the enterprise
community itself, there remain constraints thatdné® be resolved so as to improve the
environment for SME. These relate to start-ugl @nhancing their strength and subsequent
growth in the coming years. Much focused efforneeded to enhance the capability and
opportunities for SME to learn and better compete.

184. The global economic downturn has caused numeracstadbs to SME, and especially
for export driven SME. However, this also createshance for SME to challenge their
capabilities, and take advantage of more abundangéh resources, in an attempt to achieve high
and sustainable growth.

185. On the Government side, 2010 is expected to maréva period in therogress
of SME development. Decree 56/2009/ND-CP on supjporSME development has been
promulgated to replace Decree 90/2001/ND-CP. Thendgfor Enterprise Development,
Ministry of Planning and Investment, is preparingeport on the implementation of the
SME Development Pla@006-2010. Improvements in the legal framework veitlilitate the
development of SME.

186. Together with the effort of ministries and donoppgart, the SME sector iViet
Nam will develop, not only in terms of quantity, tbalso in quality and
competitiveness, in the context of WTO membersAgp.the development of the SME sector
requires the cooperation of various Governmentdsodind all stakeholders, the Ministry of
Planning and Investment will seek to fulfill itsardinating and catalytic role in a bid to create
a favorable environment for Viethamese SME.

187. Ministry of Planning and Investment is grateful &df the support and inputs received
thus far, and which aim to create a more favorabronment for SME. Further, we look

forward to working with all stakeholders in the Uté to create an increasingly robust and
dynamic SME sector in Viet Nam.



